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Part 1 

Explanatory Foreword 

Introduction 

The purpose of the foreword is to offer interested parties an easily understandable guide to 
the most significant matters reported in the accounts. 

It provides an explanation in overall terms of the Council's financial position, and assists in 
the interpretation of the accounting statements. It also contains a commentary on the major 
influences affecting the Council's income and expenditure and cashflow, and information on 
the financial needs and resources of the Council. 

The Statement of Accounts which follow demonstrate the Council's financial performance for 
the year ended 31 March 2011, and present its overall financial position at the end of that 
period and the cost of services it provides. The statement has been prepared in accordance 
with the International Financial Reporting Standards (IFRS)-Based Code of Practice on Local 
Authority Accounting in the United Kingdom (the Code), developed by the CIPFA 1 /LASAAC 2 
Board and approved by FRAB 3 . The Code constitutes proper accounting practice 4 . 

When read in conjunction with the Council's Annual Report 5 , the publications provide an 
insight into the many activities and achievements of the Council during the year. 

The Statement of Accounts 

The Statement of Accounts is set out on pages 17 to 86. The statement covers the financial 
year from 1 April 2010 to 31 March 2011, with comparative figures included for previous 
periods where appropriate. Note that all figures are rounded to the nearest thousand (£000s) 
unless otherwise stated. The accounts consist of the following statements that are required to 
be prepared under the Code of Practice: 

Statement of Responsibilities (Page 16) 

This explains both the Council's and the Strategic Director, Finance & ICT's responsibilities in 
respect of the Statement of Accounts. 



Core Financial Statements (pages 17 to 75): 
Movement in Reserves Statement (Page 18) 

This statement shows the movement in the year across the different reserves held by the 
Council, analysed into 'usable reserves' (i.e. those that can be applied to fund expenditure or 
reduce local taxation) and other, 'unusable' reserves. The 'surplus or (deficit) on the provision 
of services' line shows the true economic cost of providing the Council's services, more 
details of which are shown in the Comprehensive Income and Expenditure Statement. These 
are different from the statutory amounts required to be charged to the General Fund balance 
and Housing Revenue Account for council tax setting and dwellings rent setting purposes. 



1 The Chartered Institute of Public Finance and Accountancy 

2 CIPFA's Local Authority (Scotland) Accounts Advisory Committee 

3 Financial Reporting Advisory Board, an independent board within HM Treasury 

4 Under the terms of the Accounts and Audit (England) Regulations 201 1 & the Local Government and Housing Act 1 989 

5 See http://www.qateshead.qov.uk/Council%20and%20Democracv/PerformanceThemes/OurPerformanceReports.aspx 
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The 'net increase / decrease before transfers to earmarked reserves' line shows the statutory 
General Fund balance and Housing Revenue Account balance before any discretionary 
transfers to or from earmarked reserves undertaken by the Council. 

Comprehensive Income and Expenditure Statement (Page 20) 

The purpose of this statement is to report income and expenditure relating to all services 
provided by the Council and how the net costs of these services have been financed by local 
taxpayers and central government grants. 

The Comprehensive Income and Expenditure Statement is presented using the service 
expenditure analysis set out in CIPFA's Best Value Accounting Code of Practice (BVACOP). 

Balance Sheets as at 31 March 2009, 2010 and 2011 (Page 21) 

These show the Council's financial position and net assets at the financial year-end. They 
summarise the long-term and current assets, which are used in carrying out the Council's 
activities, together with its liabilities. In 2010/11, the first financial year of IFRS adoption, a 
further comparative Balance Sheet for 31 March 2009 is required. 

Cash Flow Statement (Page 23) 

This summarises the cash receipts and payments of the Council arising from transactions 
with third parties for both capital and revenue purposes. 

Notes to the Core Financial Statements (Page 25) 

The notes provide additional information to support the core statements above. 
Statement of Accounting Policies (Appendix 2, Page 96) 

This explains the basis for the recognition, measurement and disclosure of transactions in 
the accounts. The accounts and the Council's financial position can only be properly 
appreciated if the policies, which have been followed in dealing with material items, are 
explained. 

Supplementary Financial Statements (pages 76 to 86): 

Housing Revenue Account (HRA) 

■ HRA Income and Expenditure Statement (Page 77) 

This account deals with the provision and maintenance of the Council's housing stock. 
There is a statutory requirement to produce this account, which separates housing from 
all other Council services 6 . 

■ Statement of Movement on the HRA Balance (Page 78) 

This shows how the HRA Income and Expenditure Statement surplus or deficit for the 
year reconciles to the movement in the HRA balance for the year. 

■ Notes to the Housing Revenue Account (Page 79) 

The notes provide additional information to support the HRA statements. 

Collection Fund 

■ The Collection Fund Statement (Page 84) 

The Council is required 7 to establish and maintain a Collection Fund, which shows the 
transactions of the Council in relation to national non domestic rates and council tax and 



6 As a billing authority (an authority that collects Council Tax and business rates). Its responsibilities are defined in Schedule 4 
of the Local Government and Housing Act 1989 [available from www.leqislation.qov.uk l 

7 By the Local Government Finance Act 1992 [available from www.leqislation.qov.uk l 
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illustrates the way in which these have been distributed to precepting authorities and the 
General Fund. 

The Collection Fund is like a trust fund. It is managed by the billing authority but its 
accounts must be kept separate from the Council's accounts. The Collection Fund 
receives all income in respect of national non domestic rates and council tax. It then 
pays out the demands and precepts made upon it by Gateshead Council, Northumbria 
Police Authority and the Tyne & Wear Fire and Rescue Authority. 

■ Notes to the Collection Fund Statement (Page 85) 

These provide additional information to support the Collection Fund. 



Documents Supporting the Statement of Accounts: 

Annual Governance Statement (Page 115) 

This statement, required by regulations 8 to accompany the Statement of Accounts, outlines 
the Council's approach to corporate governance and internal control 9 . 

Independent Auditor's Report (Page 123) 

This report details the basis of the external auditor's opinion on the Statement of Accounts. 
Glossary of Terms (Page 124) 

This section includes a description of the key terms used in the Statement of Accounts, along 
with explanations of any technical terminology. 



Paragraph 4(4)(a) of Accounts and Audit (England) Regulations 201 1 [available from www.leqislation.qov.ukl 
9 in line with Regulation 4 of the Accounts and Audit (England) Regulations 201 1 
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Revenue Expenditure and Income Summary 

Revenue expenditure is the day-to-day running costs of providing the Council's services and 
includes expenses such as salaries and wages, heating, cleaning, repairs and maintenance 
and the costs of borrowing. 

The estimated net revenue expenditure for 2010/11 to be met from government grants and 
local taxpayers was approved at £232. 589m (excluding schools), supported by the use of 
£2m from the General Reserve and £1 3.566m from earmarked reserves. This meant that the 
band D council tax was set at £1,443.20 (excluding precepts) for 2010/11. This represented 
an increase of 1 .9% over the 2009/1 band D council tax. 

Budget monitoring is carried out throughout the year. Each quarter budget monitoring reports 
are considered by the Council's Cabinet. These detail the outcome of the review of budgets 
and spending forecasts for both revenue and capital expenditure and also include a review of 
certain other key financial items such as Prudential Indicators. 

The Council incurred gross expenditure of £866m on its services to the public, the following 
table summarises the financial position at the year end, showing a decrease in the General 
Fund balance of £1.527m, made up of £1.51 1m General Reserve and £0.01 6m of balances 
held by schools under the Local Management of Schools (LMS). The table also shows the 
revised budget position for 2010/1 1 : 



Summary of 2010/11 Financial Position 




2010/11 


2010/11 




Revised 


Actual 




Estimate 


Outturn 




£000s 


£000s 


Net expenditure on services 


232,182 


470,410 




Other operating expenditure 


12,641 


12,885 


Financing and investment income and expenditure 


28,450 


43,295 


Taxation and non specific grant income 


(217,023) 


(271 ,845) 


(Surplus) or deficit on provision of services 


56,250 


254,745 


Adjustment between accounting basis and funding 
basis under regulations 


(39,909) 


(226,594) 


Use of earmarked reserves 


(13,566) 


(26,097) 


Movement on General Fund and HRA 


2,775 


2,054 




Movement on General Fund 


2,000 


1,527 


Movement on Housing Revenue Account (HRA) 


775 


527 




General Fund balance brought forward 


General Reserve 


17,505 


17,505 


LMS Reserve 


10,907 


10,907 




28,412 


28,412 


General Fund balance carried forward 


General Reserve 


15,505 


15,994 


LMS Reserve 


10,907 


10,891 




26,412 


26,885 
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A report to Cabinet on 21 June 201 1 reported that the final revenue outturn on services, 
consistent with the revenue monitoring position during the year was an overspend of 
£2. 092m (0.9%). The report also noted that one off income including a surplus on the 
Construction Services trading account and reductions in insurance costs brought the overall 
budget on target with an underspend of £0.488m. This outcome meant that the General 
Reserve reduced by £1.51 1m compared to the planned use of £2.0m, giving a final position 
on the General Reserve of £1 5.994m. 



The agreed use of earmarked reserves is £14.141 m, an increase of £0.575m over the 
original budget. This falls into two main categories: 



Use of Earmarked Reserves in 2010/11 




To 


From 




£000s 


£000s 


Appropriations to / from earmarked reserves 


Use consistent with previous decisions 


Budgeted use of reserves matching expenditure 


0.400 


12.571 


Economic Downturn funding the Ten Point Plan 





0.217 


Gateshead Development Pool - ward based schemes 





0.456 


Grant Clawback Reserve - grant repayments 





0.338 




0.400 


13.582 


Additional use of reserves 


Cultural Development Reserve supporting Culture 365 initiatives 





0.235 


Economic Development Reserve funding building control and 






development control fees income shortfall 





0.365 


Developers' Contributions Reserve supporting expenditure 





0.033 


Developers' Contributions Reserve supporting income 


0.313 





Local Area Agreement Reward Grant to support grant withdrawal 





0.639 


Total appropriations 


0.313 


1.272 


0.713 


14.854 







In addition to those appropriations arising from budgeted costs, it is also necessary to 
account for exceptional costs in relation to redundancies. On 7 December 2010, the Council 
made an offer of voluntary redundancy (VR) to all employees with the exception of those 
working in schools. The offer was time limited with a view to having a confirmed number of 
leavers by 31 March 201 1 , with the remainder by 30 June 201 1 . The accounts include a cost 
of £11. 502m in the relevant cost of service in relation to those employees who left the 
Council or received a formal offer, by 31 March 2011. This expenditure is funded by 
budgeted use of reserves of £1 .0m and a capitalisation direction of £6.808m, split between 
£1 .952m for statutory redundancy costs (meaning the Council can spread the cost over a 
number of years), and £4. 856m use of capital receipts for pension costs. In accordance with 
the strategy agreed in the Medium Term Financial Strategy 10 , the remaining balance of 
£3. 694m will be met from the Development Pool. 

A provision for £10m is also included in relation to an estimated cost of those who will leave 
the Council's employment under voluntary redundancy by 30 June 201 1 , which will also be 
met from the Development Pool. The impact of the costs of VR is to increase the 
appropriation from earmarked reserves by £1 1 .926m to £26. 097m. 



http://online.qateshead.qov.uk/docushare/dsweb/Get/Document-25968/ltem+04a+-+Medium+Term+Financial+S^ 
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The Education Reform Act 1 988 allows for the carry forward of individual school balances. 
These earmarked reserves are held for schools to support future spending decisions. 
However, the level of the reserve, in accordance with the Code, forms part of the Movement 
in Reserves Statement (page 18). A total of 49 schools underspent their Individual Schools 
Balance (ISB) and increased their reserves by £1.895m and 37 schools overspent on their 
ISB and have drawn on their reserves by £1.910m. This gives a net decrease in school 
balances in 201 0/1 1 of £0.01 6m, from £1 0.907m at 31 March 201 to £1 0.891 m at 31 March 
2011. Spending by schools is reflected in the Statement of Accounts within the 
Comprehensive Income and Expenditure Statement on the Children's and Education 
Services cost of service line (see also Note 5), and further details of this reserve are set out 
in Note 16. 

Although some services have spent in excess of their original estimate, the action taken 
during the year to freeze recruitment and reduce non-essential spending combined with the 
generation of additional income has resulted in the overall spending of the Council being 
contained within the original budget. This is a significant achievement given the financial 
pressures faced by all services and enables the Council's sound financial position to be 
maintained during a difficult period for public spending and the economy. A summary of the 
main areas of service variances are as follows: 

Learning and Children 

■ The Children and Young People's Service underspent by £1 .003m, mainly in relation 
to grant maximisation and reduced expenditure on supplies and services; and 

■ Business Support overspent by £0.507m, mainly in relation to one-off ICT 
expenditure for the Building Schools for the Future programme and reflects timing 
differences for revenue schemes over a number of years. 

Community Based Services 

■ Adults' Social Services overspent by £4. 823m, mainly due to continuing pressure on 
Older People and Disability budgets; 

■ The Housing General Fund underspent by £0.465m, mainly due to the over recovery 
of overpaid Housing Benefits; and 

■ Community Support underspent by £0.396m due to additional grant funding and 
reduced expenditure in Neighbourhood Management due to project slippage. 

Development and Enterprise 

■ Highways and Transport underspent by £0.924m which includes £0.27m S106 
contributions from developers which will be appropriated to the Developers' 
Contributions Reserve. The remaining underspend is in relation to additional car 
parking income, over recovery of technical costs and business rate refunds; and 

■ Economic Development overspent by £0.21 7m, which includes £0.496m expenditure 
in relation to the Ten Point Plan, partially offset by salary slippage. Consistent with 
previous decisions, the expenditure on the Ten Point Plan will be funded from the 
Economic Downturn Reserve, but only to the value of the overall overspend on the 
service as a whole. 

Local Environmental Services 

■ Local Environmental Services (LES) overspent by £0.544m, mainly in relation to: 
additional legal fees associated with the South of Tyne and Wear Waste 
Management Partnership which reached financial close in 2010/11, a short fall on 
catering income, increased energy costs for Facilities Management and additional 
winter maintenance costs due to the adverse weather. The extra cost of ensuring the 
borough's highways network remained open during the severe weather in November 
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and December alone was £0.344m. This was partially offset by additional school 
meals income and improved recovery on fuel charges. 

Central Services 

■ Other Services and Contingencies overspent by £0.51 7m due to a number of issues 
including equal pay claims, non achievement of procurement targets and 
expenditure on Ward Based Schemes. Equal pay costs are funded from 
contingencies and expenditure on Ward Based Schemes is funded from the 
Development Pool. 

Other 

■ Capital financing underspent by £0.787m reflecting reduced external interest 
payments; 

■ Investment income over achieved by £0.851 m, after offsetting the Heritable Bank 
impairment of £0.387m (see Note 23) which needs to be accounted for this year in 
advance of an expected full recovery in the future; and 

■ There was a short fall in Area Based Grant as a result of the government's cuts as 
part of the emergency Budget in June 2010. 

Capital Expenditure and Income 

In addition to spending on day-to-day activities, the Council incurs expenditure on the 
acquisition of non-current assets that will be used in providing services beyond the current 
accounting period or expenditure that adds value to an existing non-current asset. 

The Council approved a capital programme of £1 58.297m at its meeting in February 201 11 , 
which was revised to £1 86.381m at the third quarter. The final capital outturn for the year of 
£1 60.268m is £26.1 13m less than the third quarter revised budget, mainly due to re-profiling 
of grant funded schemes such as Housing Market Renewal and Building Schools for the 
Future. In addition, expenditure on several of the housing schemes has been re-phased into 
201 1/12 as part of the agreed Housing Capital Programme. 

The reduced outturn also reflects that work on several projects was stopped due to the 
significant pressure on resources. This included expenditure on schemes such as the Block 
Improvement Scheme and the proposed redevelopment of the Cowan Road Household 
Waste Recycling Centre (HWRC). These reductions were necessary to ensure that the 
Council's capital investment continues to be sustainable and affordable. 

Actual capital expenditure for the year on the Council's non-current assets totalled 
£1 37.361m (2009/10: £1 40.947m). This expenditure was invested in the provision and 
maintenance of the Council's assets such as housing, schools, residential homes, roads and 
leisure and cultural facilities. 

In addition, £1 6.099m (2009/10: £1 2.223m) was spent on schemes where no asset of the 
Council was created such as grants to private individuals and voluntary organisations, works 
to voluntary aided schools and children's centres, together with master planning feasibility 
work and capitalisation in accordance with government requirements. 

The remaining £6. 808m of expenditure was used to help fund the cost of voluntary 
redundancies following the award of a capitalisation direction in December 2010. 



http://online.qateshead.qov.uk/docushare/dsweb/View/Collection-3338 
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A summary of how the £1 60.268m was financed is as follows: 



2010/11 Capital Financing 




cnnn 

lUUU 
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Capital Grants and Contributions 


65,104 


Major Repairs Allowance 


3,258 


Revenue Contributions 


820 


Capital Receipts 


4,877 


Gateshead Development Pool Reserve 


456 


Insurance Fund 


1,560 


Total 


160,268 



The increased investment in the Council's housing stock resulting from the successful award 
of two-star status to the Gateshead Housing Company (TGHC) during 2005/06 has 
continued in 2010/11. The total Housing Revenue Account capital spending in 2010/11 was 
£43.003m (2009/10: £72.704m). 

The Council also acquires the use of assets through operating lease agreements. Leasing 
rentals on buildings and equipment during the year totalled £0.292m. 

Council's Current Borrowing and Capital Borrowing Position 

The Budget and Council Tax Level Report 12 incorporating Prudential Indicators submitted to 
Council on 25 February 2010 detailed the 2010/1 1 borrowing limits for the Council. 

The specific borrowing limits set relate to two of the Prudential Indicators, which are required 
under the Prudential Code introduced on 1 April 2004. The Council is required to set 
borrowing limits for the following three financial years. The limits for 2010/1 1 were as follows: 

■ Authorised limit for external debt for 201 0/1 1 of £728m 

■ Operational boundary for external debt for 201 0/1 1 of £693m 

As part of the Council's Treasury Management operation, these two prudential indicators are 
monitored on a daily basis, and neither were exceeded during 2010/1 1 . The highest level of 
external debt incurred by the Council in respect of the above limits during 2010/11 was 
£563.884m for the period 8 October to 1 3 December 201 0. 

Building Schools for the Future 

In December 2007 the Council entered into a public / private partnership with InspiredSpaces 
to create a Local Education Partnership (LEP) for the redevelopment of schools in 
Gateshead and South Tyneside. The arrangement is the standard model under the previous 
government's initiative, Building Schools for the Future (BSF), which aimed to rebuild or 
substantially refurbish all secondary schools in England. 

The government's Spending Review confirmed the remaining BSF funding required to 
develop Thomas Hepburn and Heworth Grange Secondary Schools, but also confirmed that 
potential future BSF funding for additional schools was no longer available, including £80m 
previously awarded to rebuild or refurbish a number of secondary schools (Whickham, St 
Thomas More, Joseph Swan and a school in the west of Gateshead). 



http://online.qateshead.qov.uk/docushare/dsweb/View/Collection-3338 
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South Tyne and Wear Waste Management Partnership 

The South Tyne and Wear Waste Management Partnership was established to enable the 
three partner authorities (Gateshead, Sunderland and South Tyneside Councils) to jointly 
procure a service for the treatment and disposal of residual municipal waste. In April 201 1 
the partnership, led by Gateshead, signed a £727m PFI funded contract with a consortium 
led by SITA UK. The contract is focussed on the development of an energy-from-waste 
facility on Teesside which will treat 190,000 tonnes a year of waste generated by the three 
councils. 

The facility is expected to be operational in 2014. 
Housing Market Renewal (HMR) 

Gateshead and Newcastle Councils have worked in partnership with Bridging 
NewcastleGateshead (BNG), a Housing Market Renewal (HMR) Pathfinder set up by the 
government in 2002, to tackle issues of low housing demand and provide better quality and 
choice of housing in the urban core of the region. Funding of £29m was originally announced 
for the partnership for 2010/11 but this was subsequently reduced to £24m following the 
government's Spending Review. It was also announced that 2010/11 would be the final year 
of HMR funding and as a result BNG closed on 11 April 2011. The Council is planning to 
continue the good work of the partnership by delivering some of the projects originally 
earmarked for HMR from the Council's Capital Programme in 2011/12. 

HMR Joint Venture 

At its meeting on 17 June 2008, Cabinet approved the procurement of a joint venture limited 
liability partner to work alongside the Council with the overall remit to manage and deliver 
housing regeneration across the borough. 

The procurement of the joint venture partner was conducted through the public procurement 
directives competitive dialogue process. During 2010/11, the Council moved from the 
invitation to continue dialogue (ITCD) stage of the procurement process to the appointment in 
April 201 1 of the chosen partner Evolution Gateshead, a consortium of Home Group and 
Galliford Try. Over the next 15 to 20 years, the partnership will build approximately 2,400 
new homes, including affordable housing, on 19 different sites in Gateshead. 

Material Assets and Liabilities 

As at 31 March 2011, the Council holds £1 ,424.242m of long-term assets, £1 44.666m of 
current assets, £1 48.546m of current liabilities and £954.61 4m of long-term liabilities. 

Long-term assets have reduced by £254.1 72m, largely due to: 

■ A reduction of £242. 999m in property, plant and equipment, mainly as a result of 
downward revaluations of the Council's housing stock and schools. In 2010/1 1 , there 
was a material change in the adjustment factor applied to the valuation of Council 
dwellings, falling from 51% to 37% of net book value for the North East of England, 
resulting in a downward revaluation of £31 8m being charged to the Comprehensive 
Income and Expenditure Statement during 201 0/1 1 ; 

■ A decrease of £10.1 49m in long-term investments reflecting the Council's Treasury 
Management Strategy to limit investments to periods of less than 12 months to 
increase liquidity of funds in response to the banking crisis; and 

■ A reduction of £1 .557m in long-term debtors, mainly due to a principal repayment of 
airport loan notes. 
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Current assets have decreased by £24.1 90m, reflecting the following: 

■ A decrease of £1 8.203m in short-term investments, reflecting the application of 
some of these funds to support the capital programme and delay borrowing due to 
the difference between borrowing costs relative to the return on investments; 

■ A reduction of £4.81 0m in short-term debtors; and 

■ A decrease of £2. 863m in cash and cash equivalents due to the application of 
internal funds to support the capital programme as outlined above. 

The Council's current liabilities have increased by £4.661 m, mainly reflecting the inclusion of 
a £25.242m provision, which the move to IFRS required be reclassified from long-term 
liabilities, offset by a reduction of £5. 305m in short-term borrowing reflecting the maturity 
profile of the borrowing and a reduction of £1 1 .203m in short-term creditors due in part to the 
action taken during the year to reduce non-essential spending. 

Long-term liabilities have reduced by £48.025m, mainly reflecting reductions of £1 4.570m in 
provisions due to a reclassification under IFRS to current liabilities, and £11 7.573m in other 
long-term liabilities following changes in actuarial valuations and assumptions in relation to 
pension liabilities. These reductions were offset by an increase of £86. 260m in long-term 
borrowing, mainly due to increased borrowing to fund the Council's and the Gateshead 
Housing Company's capital programme, to take advantage of the higher approved borrowing 
allocation. 

In accordance with IAS19 the Council's pension liability is also recorded in the Balance 
Sheet. A full description of the Council's material assets and liabilities is provided in the 
Notes to the Core Financial Statements. 

Cost of Pensions 

Council employees are members of the Tyne and Wear Pension Fund, administered by 
South Tyneside Council. The Council makes employer contributions on the basis of an 
agreed percentage of its employees' contributions to the Tyne and Wear Pension Fund, 
based on an independent actuarial revaluation of the fund every three years. It also has to 
meet the pension costs of employees who have left employment due to ill health or where 
early retirements have been agreed, on the basis of a clear business case, and also makes 
additional contributions to make good the shortfall in the pension fund, known as deficiency 
payments. 

Teachers employed by the Council are part of the Teachers' Pension Scheme, administered 
by the Teachers' Pensions Agency (TPA). The Council makes contributions based on a 
percentage of the member's pensionable salaries. The TPA uses a notional fund as the basis 
for calculating the employers' contribution rate paid by each authority. As such, it is not 
possible for the Council to identify a share of the underlying liabilities of the scheme 
attributable to its own employees. 

Accounting for Pensions 

Both the Tyne and Wear Pension Fund, part of the Local Government Pension Scheme, and 
the Teachers' Pension Scheme are classified as defined benefit schemes, and accounted for 
in accordance with the requirements of International Accounting Standard 19 (IAS19). 

IAS19 is an accounting standard based on a simple principle, namely that an organisation 
should account for retirement benefits when it is committed to giving them, even if the actual 
payment of those benefits will be many years into the future. Inclusion of the Pension Fund 
assets and liabilities in the accounts does not mean that legal title or obligation has passed 
from the Pension Fund administrator to the employer. Instead, it represents the employer's 
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commitment to increase contributions to make up any shortfall in attributable net assets, or 
its ability to benefit through reduced contributions from a surplus in the Pension Fund. 

The last full actuarial valuation of the Tyne and Wear Pension Fund was carried out as at 31 
March 2010 and has been updated by independent actuaries to take into account the 
requirements of IAS19 in order to assess liabilities as at 31 March 201 1 . An assessment has 
also been made on the impact on scheme members leaving under voluntary redundancy. 
The Council's actuary has undertaken a full valuation of the LGPS pension benefits to 
accurately calculate a curtailment arising from a significant number of redundancies that 
have occurred, or to which the Council has become demonstrably committed, over the 
accounting period. 

The net overall impact of IAS19 accounting entries is neutral in the accounts, and in reality, 
as the Council is making the necessary pension deficiency payments to address any 
assessed shortfall in the Pension Fund by the actuary over time, then the Balance Sheet net 
worth is in effect reporting future years deficits, which are being addressed. 

The reported financial health of the Council is consequently being affected by the accounting 
requirements of IAS19. However, the Pensions Reserve deficit reflected in the Balance 
Sheet, as assessed by the actuary as at 31 March 201 1 , is being addressed by the Council 
in line with government regulations whereby a period of 22 years has been agreed to correct 
the deficit position. The Council can meet the assessed deficit with planned and agreed 
future years contributions based on independent actuarial advice. 

Material Charges and Credits in the Accounts 

The Comprehensive Income and Expenditure Statement includes the following material 
charges and credits: 

■ A downward revaluation of £31 8m is included as a charge in the Local Authority 
Housing (HRA) line, reflecting a material change in the adjustment factor applied to 
the valuation of Council dwellings, falling from 51% to 37% of net book value for the 
North East of England; 

■ Downward revaluation charges of £14.3m are included in Children's and Education 
Services, reflecting a material change in the valuation of schools; 

■ A credit of £1 12.27m is included in the Non-Distributed Costs line following changes 
in actuarial valuations and assumptions in relation to pension liabilities. With effect 
from 1 April 2011, increases to local government pensions in payment and deferred 
pensions will be linked to annual increases in the Consumer Price Index (CPI), 
rather than the Retail Prices Index (RPI). Since, over the long-term CPI increases 
are expected to be lower than RPI increases, this gives rise to a reduction in the 
defined benefit obligation on the Balance Sheet. The change also reduces this (and 
future) periods' current service cost and interest cost; and 

■ A £1 1 .502m charge is included within the relevant cost of service in relation to the 
cost of voluntary redundancy for those employees who left the Council or received a 
formal offer by 31 March 2011. In addition, a provision of £10m is charged under 
Exceptional Items in relation to an estimate of the cost of those employees who will 
leave the Council's employment under voluntary redundancy by 30 June. 

Significant Changes since 2009/10 

The UK GAAP-based SORP 13 used to prepare previous statements of accounts has been 
replaced by the IFRS-Based Code of Practice on Local Authority Accounting, which has 



CIPFA's Code of Practice on Local Government Accounting in the United Kingdom 2009: A Statement of Recommended Practice 
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resulted in a number of significant changes to the format and content of the statements and 
in accounting practice. Appendix 1 details the key accounting changes 14 which include: 

■ Grants and contributions for capital purposes are now recognised as income 
immediately rather than being deferred and released to revenue to match 
depreciation; 

■ The main financial statements have changed, including a new core financial statement 
(the Movement in Reserves Statement); 

■ There are additional requirements regarding segmental reporting; 

■ There is greater emphasis on accounting for the various components of an asset and 
their replacement; 

■ Property leases are classified and accounted for as separate leases of land and 
buildings. Local authorities also need to assess whether other arrangements contain 
the substance of a lease; 

■ Investment properties are measured at fair value, with gains and losses recognised in 
surplus or deficit rather than through the Revaluation Reserve; 

■ Impairment losses are now taken initially to the Revaluation Reserve to the extent that 
there is a balance on that reserve relating to the specific asset; 

■ The Code introduces a new classification of non current assets held for sale. Specific 
criteria apply to this classification; and 

■ All employee benefits are now accounted for as they are earned by the employee. 
This requires accruals for items such as holiday pay. 

Prospects for 2011/12 and Beyond 

The Local Government Finance Settlement 15 covering the two year period 2011/12 to 
2012/13 was confirmed on 31 January 2011. The government plans to make changes to the 
local government finance system for 2013/14 and will begin a review of local government 
funding in 2011. The Council's formula grant for 2011/12 has reduced by £1 3.724m, 
equivalent to 11.5% when compared to the 2010/11 adjusted grant. This is well above the 
national average of 9.9% despite the Council being in the top 15% of deprived authorities. 
The provisional formula grant for 2012/13 reduces by a further £8.032m (7.6%). In addition to 
this, a number of targeted funding streams have been withdrawn completely, the most 
significant being Working Neighbourhood Fund, Housing Market Renewal and a number of 
education-related grants. 

For the financial year 201 1/12, the Council has approved a net revenue budget of £204. 865m 
and council tax at the headline rate of band D of £1 ,443.20 (excluding precepts), no increase 
from the previous year. The budget reflects the Council's recognition that it will not be able to 
continue to resource existing levels of service without putting an extra burden on council 
taxpayers and includes £32. 7m budget savings which were identified to minimise the impact 
on frontline services. 

The budget savings planned for 2011/12 include a total of 650 voluntary redundancies (VR) 
providing an estimated permanent saving of £15.7m for the revenue budget. The Council 
made an offer of voluntary redundancy to all employees with the exception of those working 
in schools. 

The Council approved a capital programme of £94m for 201 1/12, with the level of investment 
over the three years to 2013/14 forecast to be £178m. The programme includes projects that 
are essential from a health and safety or statutory perspective to maintain delivery of key 



14 Note 3 to the core financial statements documents the numerical changes that have been made to the accounts 

15 http://www.local.communities.qov.Uk/finance/1 1 12/qrant.htm 
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services, projects that the Council has made a previous commitment to fund and remain to 
be high priority, schemes that attract significant external funding and also new schemes that 
release efficiencies and are key to delivering Vision 2030. Despite the current pressure on 
resources this is still a significant level of investment and reflects continued improvement in 
the Council's assets. It also continues the local support to the economy as part of the Ten 
Point Plan. 

The capital programme provides for ongoing commitments of £75.9m including £28. 3m on 
housing projects which will help to complete the decent homes programme, £6.0m on 
Building Schools for the Future, £2.0m on carbon management projects, £4.4m on the 
Northern Design Centre and a further £5.0m for the development of Gateshead Quays. The 
budget also provides for new schemes amounting to £15.7m, which includes expenditure of 
over £5.0m to support the redevelopment of Bensham and Saltwell as part of the Housing 
Joint Venture and £3. 2m to develop social housing at Brandling. 

The projected level of prudential borrowing required in 201 1/12 amounts to £48m, with £27m 
being funded from the General Fund. This level of borrowing will result in an increase of over 
£1 .9m in interest costs charged to the General Fund in 201 1/12. 

The amount of prudential borrowing available to fund the HRA capital programme is 
restricted by self financing regulations which place a cap on the level of prudential borrowing 
that is allowed. The HRA programme is dependant upon a further £21. 1m prudential 
borrowing from CLG to increase the proposed debt cap for Gateshead in order to 
accommodate the planned level of investment for 201 1/12. There will be no opportunities for 
prudential borrowing for a number of years beyond 201 1/12 until existing debt can be repaid. 

The reform of council housing finance was the government's Coalition Agreement 
commitment which is to be implemented in April 2012. The current Housing Revenue 
Account (HRA) subsidy system will continue until then, at which point it will be replaced by 
self financing for council housing. 

The objective of these reforms is to provide local authorities with the resources and flexibility 
to manage their own housing stock for the long term and to drive up quality and efficiency. 
Tenants should also benefit from a transparent system whereby the rent a landlord collects 
has a clear relationship to the services they provide. Self-financing will put all local authority 
landlords in the position where they can support their own stock from their own income. In 
order to bring about this change, there will be a one off readjustment of each local authority's 
housing debt. 

These reforms will have major implications for the operation and management of the HRA. 
The Council and the Gateshead Housing Company are working jointly to prepare a 30-year 
business plan to support the implementation of self-financing. 

Further details of the Council's expenditure plans for 2011/12 are set out in the Budget 
Plan 16 . 

The resources available to achieve the Council's key priorities are contained in the Council's 
current Medium Term Financial Strategy (MTFS), which is part of the Corporate Plan 17 . 
The MTFS sets out the Council's approach to achieving a sustainable budget over the 
medium term whilst ensuring that all revenue resources are directed towards corporate 
priorities and the delivery of Vision 2030, the Sustainable Community Strategy 18 for 



http://www.gateshead.gov.uk/Council%20and%20Democracv/finance/budget.aspx 

http://www.gateshead.qov.uk/DocumentLibrarv/council/strategy/finance/lv1ediumTermFinancialStrategv201 01 1 -201 21 3.pdf 
http://online.gateshead.qov.uk/docushare/dsweb/Get/Document-1 8230/ltem+09b+-+Vision+2030+document.doc.pdf 
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Gateshead. The MTFS describes the financial direction of the Council and outlines the 
financial pressures over a three year period. 

Medium term financial planning continues to be difficult and takes place against the 
background of unique funding cuts for local government. The Spending Review 19 on 20 
October 2010 outlined significant cuts to local government funding over the next four years to 
2014/15. In addition, the Council, in common with most local authorities, continues to be at 
risk from financial pressures, including equal pay, workforce management, waste 
management and demand for social care. This environment will challenge the ability of the 
Council to respond to the needs of the community of Gateshead if eliminating the public 
sector deficit destabilises the North East economy. 

A key part of the MTFS is the Council's Fit for Future Programme. Fit For Future is a 
programme to transform the Council into a more efficient and effective organisation and 
protect as far as possible frontline services. 

A plan for reviewing how all activity in the Council is carried out has been developed as part 
of the Fit for Future programme . There are two types of review, operational and cross 
cutting, using the same methodology. Operational reviews are looking at one function or 
service and cross cutting reviews are looking at services which have something in common 
and can be reviewed together. 

Further Information 

This publication provides a review of the financial performance of the Council for 2010/11. 
Given the complexity of these accounts, a set of summary accounts has been produced and 
published on the Council's website 21 . These will also be included in the Council's Annual 
Report. Comments will be invited on the usefulness and readability of this summary 
document. 



http://hm-treasury.gov.uk/spend index.htm 

http://online.qateshead.qov.uk/docushare/dsweb/Get/Document-24948/ltem+09+-+Fit+For+Future+ProqramiTie.doc 
http://www.qateshead.qov.uk/Council%20and%20Democracv/finance/home.aspx 
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D V Coates BA CPFA IRRV 

Strategic Director, Finance & ICT and Chief Financial Officer 
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Statement of Responsibilities 



The Council's Responsibilities 

The Council is required to: 

■ make arrangements for the proper administration of its financial affairs and to secure 
that one of its officers has the responsibility for the administration of those affairs. In 
this Council, that officer is the Strategic Director, Finance & ICT; 

■ manage its affairs to secure economic, efficient and effective use of resources and 
safeguard its assets; and 

■ approve the Statement of Accounts. 



The Strategic Director, Finance & ICT's Responsibilities 

The Strategic Director, Finance & ICT is responsible for the preparation of the Council's 
Statement of Accounts in accordance with proper practices as set out in the CIPFA/LASAAC 
Code of Practice on Local Authority Accounting in the United Kingdom (the Code). 

In preparing this Statement of Accounts, the Strategic Director, Finance & ICT has: 

■ selected suitable accounting policies and then applied them consistently 

■ made judgements and estimates that were reasonable and prudent 

■ complied with the local authority Code. 

The Strategic Director, Finance & ICT has also: 

■ kept proper accounting records which are up to date 

■ taken reasonable steps for the prevention and detection of fraud and other 
irregularities. 



Chief Finance Officer's Certificate 

I hereby certify that the Statement of Accounts for the year ended 31 March 201 1 , required 
by the Accounts and Audit (England) Regulations 201 1 are set out in the following pages. 

I further certify that the Statement of Accounts give a true and fair view of the financial 
position of the Council at 31 March 2011 and of its income and expenditure for the year 
ended 31 March 2011. 




D V Coates BA CPFA IRRV 
Strategic Director, Finance & ICT and Chief Financial Officer 
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Part 2: Core Financial 
Statements 

Comprising: 

- Movement in Reserves Statement 

- Comprehensive Income and Expenditure Statement 

- Balance Sheets as at 31 March 2009, 2010 and 2011 

- Cash Flow Statement 

- Notes to the Core Financial Statements 



Gateshead Council Statement of Accounts 2010/11 



17 



Part 2: Movement in Reserves Statement 



Movement in Reserves Statement 

This statement shows the movement in the year on the different reserves held by the Council, analysed into 'usable reserves' (i.e. those that can be 
applied to fund expenditure or reduce local taxation) and unusable reserves. The 'surplus or (deficit) on the provision of services' line shows the 
true economic cost of providing the Council's services, more details of which are shown in the Comprehensive Income and Expenditure Statement. 
These are different from the statutory amounts required to be charged to the General Fund balance and Housing Revenue Account for council tax 
setting and dwellings rent setting purposes. The 'net increase / decrease before transfers to earmarked reserves' line shows the statutory General 
Fund balance and Housing Revenue Account balance before any discretionary transfers to or from earmarked reserves undertaken by the Council. 



2010/11 movements: 


Note 


General Fund 
Balance 


Earmarked 
GF Reserves 


Housing 
Revenue 
Account 


Earmarked 
HRA 


Reserves 


Capital 
Receipts 
Reserve 


Capital 
Grants 
Unapplied 


Total 
Useable 
Reserves 


Unusable 
Reserves 


Total 
Authority 
Reserves 






£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


Balance as at 31 March 2010 




(28,412) 


(49,812) 


(16,854) 







(3,328) 


(29,799) 


(128,205) 


(572,541) 


(700,746) 


(Surplus) or deficit on provision of 
services 




(72,729) 





327,474 













254,745 





254,745 


L^iner oomprenensive ^incomey and 
Expenditure 


16a 

























(19,747) 


(19,747) 


Total Comprehensive (Income) 
and Expenditure 




(72,729) 





327,474 












254,745 


(19,747) 


234,998 


Adjustments between accounting 
basis & funding basis under 
























regulations 


16b 


100,353 





(326,947) 







2,877 


6,758 


(216,959) 


216,959 





Net (Increase) / Decrease before 
























Transfers to Earmarked Reserves 




27,624 





527 







2,877 


6,758 


37,786 


197,212 


234,998 


Transfers (to) / from Earmarked 


16b 






















Reserves 


16c 


(26,097) 


26,097 

























(Increase) or Decrease in Year 




1,527 


26,097 


527 







2,877 


6,758 


37,786 


197,212 


234,998 


Balance as at 31 March 2011 




(26,885) 


(23,715) 


(16,327) 







(451) 


(23,041) 


(90,419) 


(375,329) 


(465,748) 
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2009/10 movements: 
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FOOD*; 










FOOO*; 

JLV/V/V/O 




F000<; 

Z.V/V/V/0 


Balance as at 31 March 2009 




(22,297) 


(64,253) 


/AO A Ci A \ 

(18,191) 


(2,616) 


(3,957) 


IA A O /I O \ 

(1 1 ,248) 


(122,562) 


(764,853) 


(887,415) 


(ourpiusj or ugticii on provision ot 
sorvicos 
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Other Comprehensive (Income) and 
Expenditure 


16a 


(491) 


500 











(107) 


(98) 


114,859 


1 14,761 


Total Comprehensive (Income) 
ana cxpenaiiure 
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Adjustments between accounting 
basis & funding basis under 






















regulations 


16b 


(142) 


230 


(62,342) 


2,616 


629 


(18,444) 


(77,453) 


77,453 





Net (Increase) / Decrease before 






















Transfers to Earmarked Reserves 




7,060 


730 


1,873 


2,616 


629 


(18,551) 


(5,643) 


192,312 


186,669 


Transfers (to) / from Earmarked 


16b 




















Reserves 


16c 


(13,175) 


13,711 


(536) 




















(Increase) or Decrease in Year 




(6,115) 


14,441 


1,337 


2,616 


629 


(18,551) 


(5,643) 


192,312 


186,669 


Balance as at 31 March 2010 




(28,412) 


(49,812) 


(16,854) 





(3,328) 


(29,799) 


(128,205) 


(572,541) 


(700,746) 
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Comprehensive Income and Expenditure Statement 

This statement shows the economic cost in the year of providing services in accordance with generally accepted accounting practices, rather than 
the amount to be funded from taxation. Authorities raise taxation to cover expenditure in accordance with regulations; this may be different from 
the accounting cost. The taxation position is shown in the Movement in Reserves Statement. 



2009/10 




2010/11 




Gross 
Exp. 

£000s 


Gross 
Income 

£000s 


Net Exp. 
£000s 


Service 


Gross 
Exp. 

£000s 


Gross 
Income 

£000s 


Net Exp. 
£000s 


Notes 


7,073 


(3,453) 


3,620 


Central services to the public 


8,059 


(3,880) 


4,179 




93,541 


(35,216) 


58,325 


Cultural, environmental, regulatory & planning services 


108,506 


(28,698) 


79,808 




224,134 


(173,351) 


50,783 


Children's & education services 


246,790 


(177,798) 


68,992 




18,859 


(2,286) 


16,573 


Highways & transport services 


23,911 


(8,037) 


15,874 




133,648 


(83,011) 


50,637 


Local authority housing (HRA) 


380,869 


(68,495) 


312,374 




79,339 


(71 ,454) 


7,885 


Other housing services 


85,898 


(75,667) 


10,231 




101,489 


(34,811) 


66,678 


Adult social care 


105,326 


(32,891) 


72,435 




12,639 





12,639 


Exceptional items 


10,000 





10,000 


6 


9,592 


(1,332) 


8,260 


Corporate & democratic core 


6,927 


(98) 


6,829 




5,827 





5,827 


Non-distributed costs 


(110,312) 





(110,312) 




686,141 


(404,914) 


281,227 


Cost of Services 


865,974 


(395,564) 


470,410 


5 


















12,866 


Other operating expenditure 


12,885 


15b 






48,364 


Financing and investment income & expenditure 


43,295 


15b 






(270,549) 


Taxation and non-specific grant income 


(271 ,845) 


15b 






71,908 


(Surplus) or Deficit on Provision of Services 


254,745 








(3,039) 


(Surplus) or deficit on revaluation of non-current assets 


(12,117) 


16 






117,480 


Actuarial (gains) or losses on pension assets & liabilities 


(7,630) 


25 






320 


Other (gains) or losses 











114,761 


Other Comprehensive (Income) and Expenditure 






(19,747) 








186,669 


Total Comprehensive (Income) and Expenditure 






234,998 
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Balance Sheets as at 31 March 2009, 2010 and 201 1 

The Balance Sheet shows the value as at the 31 March of the assets and liabilities recognised 
by the Council. The net assets of the Council (assets less liabilities) are matched by the 
reserves held by the Council. Reserves are reported in two categories: 

The first category of reserves are usable reserves i.e. those reserves that the Council may use 
to provide services, subject to the need to maintain a prudent level of reserves and any 
statutory limitations on their use (for example the capital receipts reserve that may only be used 
to fund capital expenditure or repay debt). 

The second category, unusable reserves, are those that the Council is not able to use to 
provide services. This category of reserves includes reserves that hold unrealised gains and 
losses (for example, the Revaluation Reserve), where amounts would only become available to 
provide services if the assets are sold; and reserves that hold timing differences shown in the 
Movement in Reserves Statement line "adjustments between accounting basis and funding 
basis under regulations". 



31/03/09 




31/03/10 


£000s 




£000s 


1,645,030 


Property, plant & equipment 


1,664,396 


263 


Investment property 


148 


311 


Intangible assets 


435 


3,881 


Long-term investments 


10,713 


1,752 


Long-term debtors 


2,722 


1,651,237 


Long-Term Assets 


1,678,414 








110,352 


Short-term investments 


110,353 


1,233 


Assets held for sale 


701 


1,006 


Inventories 


190 


3,080 


Construction contracts 


2,255 


54,903 


Short-term debtors 


47,779 


o 


Cash and cash equivalents 


7,578 


170,574 


Current Assets 


168,856 








(16,026) 


Cash and cash equivalents 





(31,697) 


Short-term borrowing 


(53,451) 


(2,094) 


Provisions 


(14,442) 


(59,370) 


Short-term creditors 


(90,434) 


(109,187) 


Current Liabilities 


(158,327) 








(47,581) 


Long-term creditors 


(46,989) 


(4,634) 


Provisions 


(4,670) 


(393,175) 


Long-term borrowing 


(426,712) 


(378,914) 


Other long-term liabilities 


(508,691) 


(905) 


Capital grants receipts in advance 


(1,135) 


(825,209) 


Long-term Liabilities 


(988,197) 








887,415 


Net Assets 


700,746 



31/03/11 
£000s 

1,421,397 
148 
968 
564 
1,165 

1,424,242 

92,150 
701 
1,097 
3,034 
42,969 
4,715 
144,666 



(48,146) 
(21,169) 
(79,231) 
(148,546) 

(44,759) 
(4,542) 
(512,972) 
(391,118) 
(1,223) 
(954,614) 

465,748 



Notes 

18 
19 
20 
23 
26 



23 
21 



26 
27 



27 
23 
29 
28 



28 
29 
23 
28 
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31/03/09 
£000s 

(3,957) 
(11,248) 

(11,444) 
(10,853) 
(18,191) 
(63,194) 
(1,059) 
(2,616) 

(16,383) 
(1,139,634) 
9,549 


(1,340) 
(918) 
4,959 
378,914 

(887,415) 



Usable Reserves: 

Capital Receipts Reserve 
Capital Grants Unapplied 
General Fund: 

General Reserve 

LMS Budget Share Reserve 
Housing Revenue Account 
Earmarked Reserves 
Newcastle Airport Reserve 
Major Repairs Reserve 
Unusable Reserves: 
Revaluation Reserve 
Capital Adjustment Account 
Financial Instrument Adjustment Account 
Equal Pay Back Pay Account 
Deferred Capital Receipts Reserve 
Collection Fund Adjustment Account 
Accumulated Absences Account 
Pensions Reserve 
Total Reserves 



31/03/10 
£000s 

(3,328) 
(29,799) 

(17,505) 
(10,907) 
(16,854) 
(49,253) 
(559) 


(20,088) 
(1,073,050) 
7,298 
2,700 
(2,600) 
(130) 
4,637 
508,692 
(700,746) 



31/03/11 
£000s 

(451) 
(23,041) 

(15,994) 
(10,891) 
(16,327) 
(23,156) 
(559) 


(31,203) 
(746,263) 
5,835 
2,700 
(2,473) 
458 
4,499 
391,118 
(465,748) 



Notes 

16 



16 



Signed 



: 1) LcA^b Date: ?<=M" 



D V Coates BA CPFA IRRV 
Strategic Director, Finance & ICT and Chief Financial Officer 
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Cash Flow Statement 

The Cash Flow Statement shows the changes in cash and cash equivalents of the Council during 
the reporting period. The statement shows how the Council generates and uses cash and cash 
equivalents by classifying cash flows as; operating, investing and financing activities. The amount 
of net cash flows arising from operating activities is a key indicator of the extent to which the 
operations of the Council are funded by way of taxation and grant income or from the recipients 
of services provided by the Council. Investing activities represent the extent to which cash 
outflows have been made for resources which are intended to contribute to the Council's future 
service delivery. Cash flows arising from financing activities are useful in predicting claims on 
future cash flows by providers of capital (i.e. borrowing) to the Council. 



2009/10 2010/11 
£000s £000s Notes 



71 ,908 Net (surplus) or deficit on the provision of services 254,745 

Adjustments to net surplus or deficit on the provision of 
service for non-cash movements: 

(42,219) Depreciation of non-current assets (38,566) 

(82,1 70) Impairment of non-current assets (351 ,380) 

(1 71 ) Amortisation of intangible non-current assets (343) 

(11,682) Pension adjustments 110,295 
Impairment losses on loans & advances debited to the CIES 

in year (385) 

(336) Increase/decrease in impairment for provision for bad debts 1 3 

(12,384) Contributions to provisions 3,401 
Carrying amount of PP&E, investment property and 

(959) intangible assets sold (1,656) 

2,736 Non-cash component of trading operation results (2,210) 

(13,504) Other non-cash movement (23,502) 

(160,689) (304,333) 
Accruals adjustments: 

(1 ,641 ) Decrease/(increase) in inventories 1 ,686 

(6,483) Decrease/(increase) in debtors (6,061) 

(1 ,909) (Decrease)/increase in interest debtors 6 

(31,064) Decrease/(increase) in creditors 11,203 

(85) (Decrease)/increase in interest creditors (1,150) 

(41,182) 5,684 
Adjustments for items included in the net surplus or 
deficit on the provision of service that are investing or 
financing activities: 

Proceeds from the disposal of PP&E, investment property 

1 ,437 and intangible assets 2,437 
Capital grants credited to surplus or deficit on the provision of 

60,616 services 56,703 1 1 

62,053 59,140 



Reversal of operating activity items included in the net 
surplus or deficit on the provision of service that are 
shown separately below: 

(20,726) Reversals of amounts disclosed separately below (24,530) 
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Part 2: Cash Flow Statement 



2009/10 

b www/ 1 w 




2010/11 


£000s 

WW WW 




£000s 




Cash flows from operating activities includes the 




following items: 




24,325 


Interest paid 


25,987 


(3,599) 


Interest received 


(1,457) 


20,726 




24,530 








(67,910) 


Net cash flows from operating activities 


15,236 










Npt cash flows from invpstina aetivitips* 

1 « \*r I wU w II II V V 'J 1 1 V/ III 1 1 1 V I III U KA w 11 V 1 11 ww ■ 




140,948 


Purchase of property, plant & equipment, investment property 
and intangible assets 


137,361 


1 018 718 


Purchase of short term and lona term investments 

1 \-A 1 \j\ 1 UiJv \J 1 \J 1 1 \J 1 I I v 1 1 1 1 KA. 1 1 1 I 1 1 1 1 1 III* V«/ vJ LI 1 1 v** 1 1 I vJ 


461,791 


I 


wLllt;l M«yi 1 ItM lib IUI IllVwoUliy alvllVllIco 




M 473^ 


PtopppHq from thp q^iIp nf nrnnprtv nl^int A pmiinmpnt 
inv/p^tmpnt nrnnprtv and intannihlp aQ^pta 

II 1 VCOll lit/Ill YJl UUL/I Ly Ul IU III LCll iy uOOulO 


(2 437) 




Proceeds from the sale of short term and long term 




(1,010,440) 


investments 


(490,182) 


(60,616) 


Capital grants received (government) 


(55,836) 


(620) 


Other receipts for investing activities 


(310) 


98,740 


Net cash flows from investing activities 


66,486 








Net cash flows from financing activities: 




(100,000) 


Cash receipts of short and long term borrowing 


(120,500) 


(144) 


Other receipts from financing activities 







Cash payments for the reduction of the outstanding liabilities 




916 


relating to finance leases and on Balance Sheet PFI contracts 


946 


44,794 


Repayment of short and long term borrowings 


40,695 


(54,434) 


Net cash flows from financing activities 


(78,859) 








(23,604) 


Net (increase)/ decrease in cash and cash equivalents 


2,863 



(16,026) 


Cash and cash equivalents at the beginning of the period 


7,578 




7,578 


Cash and cash equivalents at the end of the period 


4,715 
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Part 2: Notes to the Core Financial Statements 



Notes to the Core Financial Statements 

1 . Authorisation of accounts for issue 

The Council's Statement of Accounts for the financial year ended 31 March 201 1 will be 
approved by the Accounts Committee and authorised for issue by the Leader of the Council 
in September 201 1 . The unaudited Balance Sheet was signed by the Chief Financial Officer 
on 30 June 2011. 

2. Explicit statement of compliance with international accounting standards 

The Council's Statement of Accounts has been prepared in accordance with International 
Financial Reporting Standards (IFRSs), as adopted by the European Union, as they apply to 
the Council for the year ended 31 March 201 1 . 

3. Impact of changes in accounting policies 

Changes in accounting policies are only made when required by proper accounting practices 
or the change provides more reliable or relevant information about the effect of transactions, 
other events and conditions on the Authority's financial position or financial performance. 
Where a change is made, it is applied retrospectively by adjusting opening balances and 
comparative amounts for the prior period as if the new policy had always been applied. 

Changes in accounting estimates are accounted for prospectively, i.e. in the current and 
future years affected by the change. 

Material errors discovered in prior period figures are corrected retrospectively by amending 
opening balances and comparative amounts for the prior period (see Note 6). 

The key changes to the accounts since 2009/10, made as a result of the transition to IFRS, 
are disclosed in Appendix 1. Any numerical changes to the Balance Sheet and the 
Comprehensive Income and Expenditure Statement are detailed in Note 4 below. 

4. Transitional arrangements 

The Statement of Accounts for 2010/1 1 is the first to be prepared on an IFRS basis. Adoption 
of the IFRS-based Code has resulted in the restatement of various balances and 
transactions in both 2008/09 and 2009/10, with the result that some amounts presented in 
the financial statements are different from the equivalent figures presented in the Statement 
of Accounts for 2009/10. 

Appendix 1 contains full narrative descriptions of all changes between the SORP and the 
Code, and the key impacts on the Council's Statement of Accounts. The following tables 
explain the material differences between the amounts presented in the 2009/10 financial 
statements (including 2008/09 comparative Balance Sheet figures) and the equivalent 
amounts presented in the 2010/1 1 financial statements: 
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Transitional Adjustments (08/09 Balance Sheet) 





Original 
2008/09 
EOOOs 


Non 
current 
assets 


Employee 
benefits 


Capital 
grants 


Gov't 
grants 
deferred 


Investment 
properties 


Non-IFRS 


Restated 
2008/09 
EOOOs 


Prooertv olant & eauioment 


1 617 144 


24,643 











(4) 


3,247 


1 645 030 

1 jWT^WjVWW 


Investment orooertv 


o 














263 




263 


Non-onerational assets 


32,541 


(32 54"h 











o 


o 


o 


Assets held for sale 


1,178 


55 











o 


o 


1,233 


Short term debtors 

\~r 1 1 \J 1 L Iv 1 1 1 1 \A wU U V_/ 1 \J 


54 903 


o 











o 


o 


54 903 

\f ■ m w WW 


Short term creditors 


(64 769) 

IVT^jI WW f 


o 


(4 959) 


1 1 ,492 





o 


(1 134) 


(59 370) 

\Wn/^WI "/ 


Government grants deferred 


(238,148) 











238,148 











Deferred capital receipts 


(1,340) 




















(1,340) 


Capital grants receipts in advance 











(244) 








(661) 


(905) 


Capital Grants Unapplied 











(11,248) 











(11,248) 


Revaluation Reserve 


(18,455) 


692 














1,380 


(16,383) 


Capital Adjustment Account 


(903,751) 


6,888 








(238,148) 


4 


(4,627) 


(1,139,634) 


Accumulated Absences Account 








4,959 














4,959 



Transitional Adjustments (09/10 Balance Sheet) 





Original 
2009/10 
EOOOs 


08/09 
changes 
above 


Non 
current 
assets 


Employee 
benefits 


Capital 
grants 


Gov't 
grants 
deferred 


Leases 


Non- 
IFRS 


Restated 
2009/10 
EOOOs 


Property, plant & equipment 


1,648,504 


27,886 


169 











(3,460) 


(8,703) 


1,664,396 


Investment property 





263 


(115) 

















148 


Assets held for sale 





55 


646 

















701 


Lon- term debtors 


1,459 

















1,263 





2,722 


Short-term debtors 


46,221 











1,646 








(88) 


47,779 


Short-term creditors 


(93,375) 


5,399 





322 


21,991 


(4,998) 





(19,773) 


(90,434) 


Government grants deferred 


(265,716) 


238,148 











27,568 











Long-term creditors 


(46,720) 

















(269) 





(46,989) 


Capital grants receipts in advance 





(905) 








(230) 











(1,135) 


Capital Receipts Reserve 


(3,328) 























(3,328) 


Capital Grants Unapplied 





(11,248) 








(23,637) 


4,998 




88 


(29,799) 


Revaluation Reserve 


(24,417) 


2,072 


1,648 











609 





(20,088) 


Capital Adjustment Account 


(821 ,613) 


(235,883) 


192 








(27,569) 


3,120 


8,703 


(1 ,073,050) 


Accumulated Absences Account 





4,959 





(322) 














4,637 
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Transitional Adjustments (09/10 Comprehensive Income and Expenditure Statement) 





Original 
2009/10 
£000s 


Non 
current 
assets 


Employee 
benefits 


Capital 
grants 


Gov't 
grants 
deferred 


Investment 
properties 


Leases 


Non- 
IFRS 


Restated 
2009/10 
£000s 


Central services to the public 


3,159 


217 


(21) 





262 


14 


(11) 





3,620 


Cultural, environmental, regulatory & planning 

bcl VlOcb 


CE OOQ 


(DO) 


(tLO) 


n 
u 




u 


1 AQ 


n 
u 


CO ooc 


l^llllUrtJM b & cUUCdllUM bclVICcb 


AO KOR 


IA\ 


IOOCW 


u 


OjODO 




u 




^n 7jn 
ou, / oo 


nigilWdyb dMU lldllbpuil bclVICcb 


1 o,u 1 o 


n 
u 


\A) 


u 


I .OD I 


u 


u 


u 


I 0,0/ o 


Lucdi duirioriiy iiuubirig ^nriM) 


ou,oyo 


u 


\A) 


u 




u 


u 


u 


OU,Oo / 


Othpr hni icinn cprwipoo 
itM iiuuoiiiy oci vioco 


567 


n 
u 


\ 1 1 


n 
u 


7 Q1Q 
/ ,0 1 D 


n 
u 


n 
u 


n 
u 




Arli lit <5npi3l parp 


66 583 


n 


(2d) 


n 


1 1 q 


n 


n 




66 678 


Mnn-Plictrihi itpH Onctc 

IMUII L^loLI IUUIC3U uUolO 




n 
u 




n 
u 




n 


n 


4 177 




Other Operating Expenditure 


12,866 























1 2,866 


Financing and Investment Income and Expenditure 


48,421 





(22) 








12 


(47) 





48,364 


Taxation and Non-Specific Grant Income 


(208,375) 








(23,637) 


(38,625) 








88 


(270,549) 


Surplus/deficit on revaluation of non-current assets 


(6,743) 


1,678 














2,375 


(349) 


(3,039) 


Other gains or losses 


(1,070) 




















1,390 


320 



Note 1 : Transitional figures have not been included for the Movement in Reserves Statement, (MiRS) as this is a new requirement i.e. no MiRS was 
produced in 2009/10 under SORP rules; as such, no comparative figures can be provided. 

Note 2: No changes to the Cash Flow Statement have been noted. 

Note 3: Non-current asset categories property, plant and equipment, investment properties and assets held for sale are not directly comparable with fixed 
asset categories under the SORP. For the above analysis, a number of approximations have been made. 
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5. Segmental analysis 

This note reports revenues against budgets analysed in line with the Council's internal 
management reporting arrangements and reconciles this with the Comprehensive Income 
and Expenditure Statement. The format of the information is in line with the quarterly reports 
received by the Council's Cabinet: 



Segm ental Analysis 



2009/10 






2010/11 


Net 


Budget 


Variance 




Service 


Gross 


Gross 


Net 


Net 


Variance 


Exp. 




from 






Income 


Exp. 


Exp. 


Budget 


from 






Budget 














Budget 


£000s 


£000s 


£000s 






£000s 


£000s 


£000s 


£000s 


£000s 










Learning & Children 























Individual Schools Budget 





95,225 


95,225 


95,225 
















Dedicated Schools Grant 


(108,335) 





(108,335) 


(108,335) 





18,806 


19,047 


(241) 




Centrally held DSG 





13,110 


13,110 


13,110 
















Access & Inclusion 


ia r\f\f\\ 

(1,002) 


4,659 


3,657 


3,731 


(74) 













Raising Achievement 


(7,106) 


9,643 


2,537 


2,493 


44 


U 


u 


u 




Children & Young Peoples 


/O CCtCW 


"7 A ~7C\ 
/ ,4/y 


A O H n 

4,oi y 


c ooo 


(1 ,UUo) 


U 


U 


U 




Early Years 


(f ,Dyd) 


/ ,Of U 




Ol 4 




a n onn 

i y,^ui 


1 y^Uo 


l~7\ 

{') 




Children & Families 


/o a cc^ 
(o,4ob) 


no ao-\ 
^o,4ol 


i y,y /o 


1 y,bbU 


-t c 

01 


yo/ 


yyu 


/oo\ 

(33) 




Youth Offending Team 


i a no a \ 
(1 ,Uo4) 


O H OO 


A C\C\C\ 

i ,(jyy 


^ H CO 

1 ,1 bo 


fCA \ 

(64) 


b,U4U 


b,4Ub 


(odd) 




Business Support 


(1 U, / /o) 


A C A Of\ 

1 b,l oU 


0,00/ 


a ocn 


CA7 

oU/ 


A t~ f\f\ A 

45,004 


AC CCA 

45,651 


(647) 






ia A A nro\ 

(141,958) 


A ^ft COf\ 

179,680 


O^ ^OO 

37,722 


OO ooo 

38,233 


IC A A \ 

(511) 










Community Based Services 












58,832 


54,957 


3,875 




Adults' Social Services 


(32,159) 


93,087 


60,928 


56,105 


4,823 












Business Support Services 


(99) 


1,730 


1,631 


1,815 


(184) 


6,625 


6,599 


26 




Libraries & Arts 


(797) 


7,387 


6,590 


6,606 


(16) 


7,377 


7,308 


69 




Sport & Leisure 


(5,657) 


12,718 


7,061 


6,881 


180 


(748) 


(102) 


(646) 




Housing General Fund 


(75,812) 


79,746 


3,934 


4,399 


(465) 


3,201 


3,297 


(96) 




Community Support 


(1,212) 


5,633 


4,421 


4,817 


(396) 


75,287 


72,059 


3,228 






(115,736) 


200,301 


84,565 


80,623 


3,942 










Development & Enterprise 












8,190 


8,214 


(24) 




Highways & Transport 


(4,912) 


8,798 


3,886 


4,810 


(924) 


3,536 


3,298 


238 




Development & Public Prot'n 


(2,143) 


4,876 


2,733 


2,169 


564 


1,975 


1,863 


112 




Environment & Regeneration 


(975) 


3,122 


2,147 


2,000 


147 


(800) 


(704) 


(96) 




Property & Design 


(8,604) 


6,260 


(2,344) 


(2,002) 


(342) 


f D f 


O, I I H- 






IZUUIIUIIIIU UUVUIUpi 1 Ifcn 1 1 






£1,000 


*-,0*+ I 


c. I / 


279 


481 


(202) 




Design 




















(24) 


24 




Review & Support 

















15,937 


16,242 


(305) 






(18,956) 


28,236 


9,280 


9,618 


(338) 


26,244 


25,187 


1,057 




Local Environmental Serv. 


(30,605) 


65,059 


34,454 


33,910 


544 










Central Services 












^,obb 


O H A O 

o,1 4o 


(278) 




Chief Executives & Comms 


/PQC\ 

(bob) 


A OCH 

4, obi 


A OCC 

4,^bb 


a one 
4,^yb 


(30) 


6,116 


6,152 


(36) 




Legal, HR & Corporate Proc. 


(3,415) 


11,695 


8,280 


8,243 


37 


1 1 ,495 


11,593 


(98) 




Finance & ICT 


(5,316) 


20,034 


14,718 


14,864 


(146) 


6,314 


6,091 


223 




Customer & Building Services 














14,718 


17,554 


(2,836) 




Other Services/Contingencies 





19,210 


19,210 


18,693 


517 


41,508 


44,533 


(3,025) 






(9,316) 


55,790 


46,474 


46,096 


378 


17,054 


21,681 


(4,627) 




Capital Financing Costs 





21,493 


21,493 


22,280 


(787) 


(1,599) 


(5,114) 


3,515 




Investment Income 


(1,047) 





(1,047) 


(196) 


(851) 


(9,652) 


(9,687) 


35 




Support Services 


(10,901) 





(10,901) 


(10,616) 


(285) 


209,783 


210,552 


(769) 




Sub Total before Levies 


(328,519) 


550,559 


222,040 


219,948 


2,092 


12,491 


12,491 







Total Levies 





12,641 


12,641 


12,641 





222,274 


223,043 


(769) 




Net Spend before Financing 


(328,519) 


563,200 


234,681 


232,589 


2,092 


(219,189) 


(222,043) 


2,854 




Financing 


(229,863) 





(229,863) 


(230,589) 


726 






















3,085 


1,000 


2,085 




Net Spend 


(558,382) 


563,200 


4,818 


2,000 


2,818 
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The following tables provide a reconciliation of the above table with amounts presented in 
the Comprehensive Income and Expenditure Statement: 



Reconciliation to Net Cost of Services in Comprehensive Income and Expenditure Statement 


2009/10 




2010/11 


Net Exp. 

230,747 


Service 

Cost of Services in Service Analysis 


Net Exp. 

234,681 


88,726 


Amounts not included in the analysis but included in the Comprehensive Income & Expenditure 
Statement (CIES) 


276,277 


(37,540) 


Amounts included in the analysis but not included in the CIES 


(40,467) 


(706) 


Other 


(81) 


281,227 


Net Cost of Services 


470,410 



Reconciliation between the Segmental Reporting Analysis and an Analysis of Total Income & 

Expenditure (Subjective Analysis) 













2010/11 








i oiai 


oervice 


service 


NOT 


NOT 


uiner 


oupport 


Mot Pnpt r*f 

Net L/OSI OT 


L/Orporaie 


i oiai 






Analysis 


reponeu in 


inciuaeu 




services 


oervices 


Amounis 










service 


in H\8 P 

in L/icxt 




re- 














accounts 






allocation 










Government grants & 


















^y i ,ouyj 


coniriuuiions 


IOA-\ QO.n\ 

yd. 1 * \ ,youj 


u 


n 
u 








ydA i ,youj 


/O.C C70\ 


(dfOjOUd) 


/OC HCH\ 

(<io,\ bl ) 


Other grants 


/OH HH 0\ 
(31 ,01 d) 








U 


U 


/oh nn o\ 
(31 ,01^) 


/CC 7rtO\ 

(bb,/0o) 


(87,715) 




L-ustomer & client 


















(od,o\J/) 


receipts 


/CH OOA\ 

(bl ,OdA) 














/C H OO/I \ 

(bl ,3^4) 





(51 ,o^4) 


I A 7\ 

(4/) 


Interest received 


/H HHC\ 

(1,11b) 


U 


OHO 

ol o 


U 


U 


/ono\ 


U 


(oUo) 


(A P. ARR\ 
{ 1 o,4DOj 


miernai recnarges 


101 COQ\ 


n 
u 


u 








lO~? ROQ\ 
\eLI ,Diiyj 


n 
u 


cnn\ 


/HO a c\ 
(1 9,b1 b) 


Misc recharges 


(i u,y /o) 


U 


U 








/H n Q7o\ 

(i u,y /O) 


U 


Hn Q"70\ 

(iu,y/o) 


to h cr^ 
{d,\ bU) 


Investment income 


U 


U 


U 


U 


U 


U 


/h co/1^ 
(1 ,b£4) 


(1 .524) 


(04, obi ) 


Council tax 


U 


U 


U 


n 

u 


n 

u 


U 


/QC H "70^ 

(ob,l / o) 


(OD,l ( o; 


IQA 71 7\ 
lu^j / I / ( 


NNDR 

1 N 1 N l/ n 


n 


n 


n 








n 






(579,814) 


Total income 


(363,984) 





813 








(363,171) 


(273,369) 


(636,540) 




Fmnln\/oo OYnoncoc 
r_iiipiuycc cAptJiiocb 


OP.1 °.Q°. 




\l \d) 


n 


1 1 535 

I I , JJJ 


1 7R 47R 

I / OjT-/ o 


1 9 Tin 


1 R7 7RR 
I o/ , / oo 


25 123 


PrpmiQpc; 

1 1 C 1 1 1 IOCO 


28 845 












28 845 


n 


28 845 


13,357 


Transport 


15,319 














15,319 





15,319 


51,430 


Supplies & services 


60,326 


(1,948) 











58,378 





58,378 




Third party / transfer 


















163,951 


payments 


177,185 





(4,012) 








173,173 





173,173 


7,491 


Support services 


12,919 





(1 ,384) 





(11,535) 











25 


Capital financing 


21,926 





(21 ,493) 








433 





433 


28,174 


Capital charges 


2,111 


68,519 











70,630 





70,630 


12,521 


Precepts & levies 


12,641 





(12,641) 











12,671 


12,671 


1 1 ,726 


Trading 








137 








137 


2,211 


2,348 





Other 








(1,175) 


(81) 





(1,256) 




(1,256) 


26,705 


Interest payable 




















30,298 


30,298 




Payments to Housing 


















623 


Capital Receipts Pool 




















995 


995 




Gain / loss on disposal 


















(278) 


of assets 




















(781) 


(781) 





Pensions 




























Housing Revenue 


















50,840 


Account (HRA) 





312,444 











312,444 





312,444 




Total operating 


















651,722 


expenses 


598,665 


276,277 


(41 ,280) 


(81) 





833,581 


57,704 


891 ,285 




Surplus or deficit on 


















71,908 


provision of services 


234,681 


276,277 


(40,467) 


(81) 





470,410 


(215,665) 


254,745 
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6. Exceptional items and prior period adjustments 
Exceptional items 

Impairments and downward revaluations 

The Council values its assets on a five year rolling programme. As part of the 2010/1 1 rolling 
programme the Council's schools were revalued, resulting in downward revaluations totalling 
£18.5m being charged to the Comprehensive Income and Expenditure Statement. 

The Council values its council dwellings every year using the Existing Use Value - Social 
Housing basis and applies a specified adjustment factor as part of this process. In 2010/11 
there was a material change in the adjustment factor applied to the valuation of council 
dwellings, falling from 51% to 37% of net book value for the North East of England, which 
resulted in a downward revaluation of £31 8m relating to council dwellings during 2010/1 1 . 

Workforce Management 

In December 2010, the Council made an offer of voluntary redundancy (VR) to all employees 
with the exception of those working in schools. The offer was time limited with a view to a 
number of confirmed leavers by March 201 1 with the remainder by 30 June 201 1 . 

For those employees who left the Council's employment by 31 March 2011, the cost of 
redundancy is included within the service areas within the net cost of services. This totals 
£1 1 .5m. In addition, an estimate is included for those employees who may leave by 30 June 
2011. This estimate is £10m and is included as a separate exceptional item line within the 
cost of services in the Comprehensive Income and Expenditure Statement. 

Employee benefits under IAS19 

Past Service Cost 

With effect from 1 April 2011, increases to local government pensions in payment and 
deferred pensions were linked to annual increases in the Consumer Prices Index (CPI), 
rather than the Retail Prices Index (RPI). Since, over the long term CPI increases are 
expected to be lower then RPI increases, this gives rise to a reduction in the defined benefit 
obligation on the Balance Sheet. 

The Council's actuary, Aon Hewitt Limited, has valued the change at the date of the 
government's announcement on 22 June 2010 and has measured the past service cost using 
the assumptions applicable at the previous accounting date. They have allowed for the 
change to CPI indexation of pension increases as a benefit change and have recognised this 
as a negative past service cost reflecting the reduction in the constructive obligation. 

This change has resulted in the past service cost being reduced from £1 .65m to a negative 
past service cost of £11 2.27m which has contributed toward the Council's pension liability 
being reduced by £1 1 7.58m to £391 .1 2m. 

Voluntary Redundancies 

The Council's actuary has undertaken a full valuation of the LGPS pension benefits to 
accurately calculate a curtailment arising from a significant number of redundancies that 
have occurred, or to which the Council has become demonstrably committed, over the 
accounting period. The actuary has measured all the redundancies at the year end on the 
assumptions prevailing at that date. The pension liability is affected in two ways, giving rise to 
the curtailment: 

■ Employees who are over age 55 are entitled to retire immediately with their benefits in 
the LGPS being paid without penalty for early payment. As a result the pension liability 
has increased by £1 .81 m at the accounting date. 
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■ Employees who are under age 55 will become deferred pensioners in the LGPS, with 
their future benefits being paid from normal retirement date. Their benefits will be 
increased before retirement in line with Pension Increase Orders which are currently 
linked to CPI increases. Since the benefits are no longer linked to future salary 
increases, and the assumed level of CPI increases are lower than the assumed level of 
salary increase, future benefit levels are assumed to be lower as a result of the 
redundancy, leading to a curtailment gain. The pension liability in relation to these 
employees has reduced by £0.87m at the accounting date. 

The total curtailment cost has therefore been measured at £0.94m. 

Prior Period Adjustments 

A number of amendments have been made to the figures reported in the 2008/09 and 
2009/10 Statements of Accounts that are not IFRS restatement changes. The significant 
changes are as follows: 

■ PFI principal repayment: £0.808m was included in Central Services to the Public in 
error, causing an imbalance in the accounts. This has been removed in the 2009/10 
Movement in Reserves Statement; 

■ Cash: previously, the Council's cash balance included a number of funds held on behalf 
of other related parties. These have been reclassified as creditors with the Council. The 
value in 2008/09 was £1 .1 m and in 2009/1 was £1 9.2m; 

■ Section 106 income: a review of developers' contributions has led to a number of items 
being moved from revenue to capital, or vice versa. £0.661 m was removed from 
earmarked reserves in 2008/09 and moved into capital grants receipts in advance, and 
£0.230m in 2009/10; 

■ Non-current asset revaluations and impairments: in 2009/10, revaluations not going 
through the Comprehensive Income and Expenditure Statement were adjusted by 
(£0.352m). A further £8. 7m adjustment was made to correct the opening 2009/10 
Balance Sheet for an 2008/09 impairment; and 

■ Deferred capital receipts: these have been reclassified from long-term liabilities to 
unusable reserves. 

7. Trading operations 

Trading operations are required to be re-apportioned across services if failure to do so would 
result in a material misstatement in the reported total cost of services. As the balances are 
not material, they are not re-apportioned in the Comprehensive Income and Expenditure 
Statement (see Note 15 for details). The Council operates one significant trading operation 
and a number of smaller ones as follows: 



Trading Operations 


2009/10 






2010/11 




(Profits) / 




Turnover 


(Profits) / 


Losses 




Income 


Exp. 


Losses 


£000s 




£000s 


£000s 


£000s 


(2,152) 


Local Environmental Services (Construction) Building 
maintenance, buildings and highway construction 


(55,230) 


56,010 


780 


(160) 


Cleaning of buildings 


(5,612) 


5,697 


85 


(41) 


Security Protection of buildings and Council assets 


(1,689) 


1,792 


103 


340 


School meals 


(5,156) 


5,169 


13 


(175) 


Fleet Management of vehicles within Gateshead 


(8,283) 


8,322 


39 





Civic catering 


(841) 


1,184 


343 


(548) 


IAS19 pension adjustment 


(3,251) 


4,099 


848 


(2,736) 




(80,062) 


82,273 


2,211 
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8. Agency income and expenditure 

The Council carries out a number of activities on behalf of other organisations. Details of 
significant agency income and expenditure are as follows: 



Agency Transactions 


2009/10 






2010/11 




Net 




Income 


Exp. 


Net 


£000s 




£000s 


£000s 


£000s 


219 


Council tax (NPA) 


(4,772) 


5,031 


259 


196 


Council tax (Fire) 


(4,173) 


4,400 


227 


5,679 


Department for Communities & Local Government 
(DCLG) - NNDR income from businesses 


(75,825) 


77,953 


2,128 




Payments on behalf of employees: 








(5,041) 


- HMRC (PAYE & employees' NICs) 


(69,174) 


64,126 


(5,048) 


(119) 


- Tyne & Wear Pension Fund 


(8,991) 


8,272 


(719) 


(1,124) 


- Teachers' Pension Scheme 


(14,626) 


14,610 


(16) 





- Other pension funds 


(408) 


1,010 


602 


(63) 


- Unions 


(870) 


808 


(62) 


1 


- Other 


(515) 


508 


(?) 


14,404 


North East Improvement & Efficiency Partnership 


(6,907) 


12,926 


6,019 


306 


North East Purchasing Organisation 


(851) 


901 


50 





Roman Catholic Diocese of Hexham & Newcastle 


(221) 


232 


11 


755 


Baltic Trust 


(116) 


777 


661 


1,982 


Residents' private cash 


(3,147) 


2,741 


(406) 


105 


T&W ICT partnership 


(60) 


48 


(12) 





Gateshead Housing Company (HCA grants) 


(3,624) 





(3,624) 





Clean Tyne Project 


(39) 


39 








Tyne & Wear Material Laboratory 


(165) 


165 





1,204 


Northumbria Safer Roads Initiative 


(1,346) 


1,565 


219 





Traffic Accident Data Unit 





24 


24 


(123) 


Places for Change - DCLG grant to Housing Co. 


(169) 





(169) 





Tyne & Wear Trading Standards & Metrology Lab 


(240) 


240 








Newcastle City Council - BNG funding 


(16,030) 


16,030 







Trust and amenity funds 


— See Note 30 





9. Councillors' allowances 

The total of councillors' allowances (and expenses) paid in the year was as follows: 



Councillors' Allowances 


2009/10 




2010/11 


£000s 




£000s 


643 


Basic allowance 


662 


359 


Special responsibility allowance 


373 


252 


Expenses 


219 


1,254 


Total 


1,254 
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10. Partnership schemes under s31 of the Health Act 1999 

Under Section 75 of the NHS Act 2006, Local Authorities and NHS bodies can establish 
pooled funds for partnership working. This legislation reinforces the duty established 
originally under Section 31 of the Health Act 1999. The funds are as follows: 



Partnership Schemes (Pooled Budgets) under S31 of the Health Act 1999 


2009/10 
£000s 




2010/11 
£000s 




Srhpimp / fund contributions 




Learning Disability Services 

Gateshead Council and Gateshead Primary Care Trust are operating 
a pooled fund for providing service developments for people with 
learning disabilities. The Council is the host partner with responsibility 
for administering the fund: 




227 


Gateshead MBC 


325 


50 


Gateshead PCT 


69 










Integrated Community Equipment Service 

Gateshead Council, Gateshead Primary Care Trust and Gateshead 
Health NHS Foundation Trust are also operating a pooled fund to 
support an integrated community equipment service. Gateshead PCT 
is the host partner with responsibility for administering the fund: 




736 


Gateshead MBC 


710 


1,472 


Gateshead PCT 


1,422 
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1 1 . Government and non-government grants 

The Council credited the following grants, contributions and donations to the Comprehensive 
Income and Expenditure Statement in 2010/1 1 : 



Government Grants & Contributions 


2009/10 




2010/11 


Revenue 


Capital 




Revenue 


Capital 


EOOOs 




EOOOs 






a) General government grants not attributable 










to services 






(19,554) 





Revenue Support Grant 


(13,417) 









Distribution from the national non domestic rates 






(84,717) 





pool 


(92,397) 





(19,456) 





Area Based Grant 


(23,155) 





(39) 





Local Area Agreement Reward Grant 








(258) 





Local Authority Business Improvement Grant 












b) Specific government grants attributable to 










services 






(1,420) 





Department for Business, Innovation and Skills 


(2,594) 





(7,936) 


(14,239) 


Department of Communities & Local Government 


(7,702) 


(15,979) 


(200) 


(11) 


Department for Culture, Media & Sport 


(58) 





(146,171) 


(34,482) 


Department for Education 


(140,011) 


(24,263) 


(1) 


(618) 


Department for Environment, Food and Rural 
Affairs 





(123) 


(18) 


(3,827) 


Department for Transport 


(312) 


(2,846) 


(1,259) 


(220) 


Department of Health 


(1 ,560) 


(457) 


(92,684) 





Department for Work and Pensions 


(74,773) 





(1 ,822) 


(175) 


Home Office 


(1 ,229) 


(37) 


(48) 





Ministry of Justice 








(1 ,954) 


(390) 


Joint / Other 


(11,820) 


(574) 






c) Specific non-government grants 
attributable to services 









(1,328) 


SHIP grant 





(1,098) 


n 
U 




Single Programme 


U 







(787) 


Big Lottery Fund 





(1,026) 





(1,858) 


Other non-government grants 





(2,004) 






Ka) Vd 1 11 1 lei 1 1 UUI III IUUIIUI lo 









(1,222) 


Warmzones 





(684) 





(759) 


Other contributions 





(1,292) 


(377,537) 


(60,616) 




(369,028) 


(55,836) 






e) Other contributions 












Insurance contributions 





(1,560) 








Other contributions 





693 


(377,537) 


(60,616) 


Total grants recognised 


(361 ,278) 


(56,703) 
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12. Related party transactions 

The Council is required to disclose material transactions with related parties - bodies or 
individuals that have the potential to control or influence the Council or to be controlled or 
influenced by the Council. Disclosure of these transactions allows readers to assess the 
extent to which the Council might have been constrained in its ability to operate 
independently or might have secured the ability to limit another party's ability to bargain freely 
with the Council. 

Central government 

Central government has effective control over the general operations of the Council - it is 
responsible for providing the statutory framework within which the Council operates, provides 
the majority of its funding in the form of grants and prescribes the terms of many of the 
transactions that the Council has with other parties (e.g. council tax bills, housing benefits). 
Grants received from government departments (or accrued in 2010/11) are set out in Note 
11. 

Councillors 

Elected councillors have direct control over the Council's financial and operating policies. The 
total of councillors' allowances paid in 2010/1 1 is shown in Note 10. 

During 2010/11, no works and services were commissioned from companies in which 
councillors had an interest. The Council entered into a related party transaction through the 
purchase of a business owned by a councillor (for £0.047m). In addition, one councillor was 
employed by a voluntary organisation in receipt of Council funding. The relevant councillors 
did not take part in any discussion or decision relating to the transactions. Details are 
recorded in the Register of Councillors' Interests, open to public inspection at the Civic 
Centre during office hours. 

Officers 

During 2010/11, no related party transactions were entered into with senior officers or their 
close family members. 

Other public bodies 

North East Improvement and Efficiency Partnership 

The Council acts as accountable body for the North East Improvement and Efficiency 
Partnership (NEIEP). The partnership is funded by central government and works with local 
authorities on shared improvement and efficiency priorities. Although the Council acts as 
accountable body, it has no control over how the funds are spent and the income and 
expenditure is excluded from the Council's Comprehensive Income and Expenditure 
Statement (and is included in Note 8). 

The balance of £8.3m as at March 201 1 is included within creditors in the Council's Balance 
Sheet. 2010/11 was the last full operational year of the NEIEP. Of the remaining balance, 
£3. 3m will be used to discharge commitments for projects that were commissioned by the 
NEIEP, the majority of which will be complete in early 2011/12, £0.8m will be managed by 
Association of Directors Adult Social Care (ADASS) North East to develop new approaches 
to adult social care, £1 .3m will be provided to the new North East Purchasing Organisation 
(NEPO) to help deliver greater procurement savings to the region's local authorities, and 
£2. 9m will be invested in other improvement and efficiency activities as directed by the 
region's chief executives. 

Further information is available at: www.northeastiep.qov.uk . 
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Joint arrangements 

The Council is involved with a number of entities that are not legally distinct bodies, such as 
joint committees. These have been established to aid joint working between local authorities, 
and as such any material assets or liabilities attributable to the Council will be included in the 
Balance Sheet. Any income or expenditure is accounted for within the Comprehensive 
Income and Expenditure Statement. 

For the Council, the only material asset attributable to the Council is the Shipley Art Gallery, 
held by Tyne and Wear Archives and Museums. This is included in the Council's Balance 
Sheet (it should be noted that the asset is held in trust in perpetuity by the Council). No other 
material items have been identified. 



The main joint arrangements identified during 2010/1 1 were as follows: 



Tyne & Wear Archives & Museums Joint Committee 

Association of North East Councils 

T&W City Region Employment and Skills Board 

T&W Trading Standards & Metrology Lab Joint Cttee 

Economy, Skills, Housing & Transport Partnership 

Tyne and Wear Materials Testing Laboratory 

NE Improvement and Efficiency Partnership 

North East Purchasing Organisation 

Gateshead Environmental Partnership 

Tyne and Wear Specialist Conservation Team 

Tyne and Wear Housing Partnership Board 

T&W Research and Information Unit 



Clean Tyne Project 
Durham Wildlife Trust 
Mountsett Crematorium 
T&W ICT Partnership 
Beamish 

Traffic Accident Data Unit 
TWEDCO Joint Committee 
Northumbria Safer Roads Initiative 
Gateshead Strategic Partnership 
Regional Traffic Signals Service 
Community Safety Partnership 



Entities controlled or significantly influenced by the Council 
Newcastle Airport 

Under the Airport Act 1986, Newcastle International Airport Limited (NIAL) was formed and 
seven Local Authorities were allocated shares in consideration for all the property, rights and 
liabilities that were transferred into the new company. In consideration of this transfer the 
Council received £4.355m worth of shares. 



On 4 May 2001, the seven Local Authority (the 'LA7') shareholders of NIAL entered into a 
strategic partnership with Copenhagen Airports Limited for the latter to purchase a 49% 
share of Newcastle International Airport. This involved the creation of a new company, NIAL 
Holdings Limited, which is 51% owned by LA7. The 51% holding is held in the Newcastle 
Airport Local Authority Holding Company Limited, a company wholly owned by the seven 
authorities. 



The Newcastle Airport Local Authority Holding Company Limited has a called up share 
capital of 10,000 shares with a nominal value of £1 each. Gateshead Council has a 
shareholding of 1 ,304 shares representing a 13.04% interest in the company. 



The shares are not held for trading outside of the LA7. 



At the time of the acquisition of the new shares, the net worth of NIAL Holdings Limited was 
£134m and the Council's share of this valuation (13.04% of 51%) was £8.91 2m. The 
valuation of NIAL Holdings Limited is reviewed annually. A full independent valuation was 
carried out in May 2010 which valued the shareholding at £0.559m based upon the 
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discounted cash flow method. There has been no significant change in external factors since 
the valuation that would materially affect the value of the shareholding. 

The Local Authority shareholders received £95m in cash for the 49% shareholding in NIAL 
Holdings Limited and an additional £100m issued by the Company in the form of short and 
long-term loan notes. The latter payments are in recognition of the value built up in 
Newcastle International Airport Limited over previous years. £25m long-term loan notes are 
being paid in ten annual instalments, starting in 2005/06, of which the Council will receive 
£3.1 m over the 1 years. 

Gateshead Council's 13.04% shareholding in Newcastle Airport Local Authority Holding 
Company Limited is an effective shareholding of 6.65% in Newcastle International Airport 
Limited (and the group companies of NIAL Group Limited, NIAL Holdings Limited). 

The principal activity of Newcastle International Airport Limited (Registered No. 04184967) is 
the provision of landing services for both commercial and freight operators. There have been 
no trading transactions between the Council and NIAL during the year. 

No dividends were payable for the years ended 31 December 201 or 31 December 2009. 

There are no outstanding balances owed to or from NIAL at the end of the year. NIAL Group 
Limited made a loss before tax of £4. 823m and a loss after tax of £1.786m for the year 
ended 31 December 2010. 

Gateshead Trading Company 

The Gateshead Trading Company Ltd is a wholly owned subsidiary of Gateshead Council 
limited by shares. The Council owns all of the shares of the company and the share capital of 
the company is £100 divided into 100 ordinary shares of £1 each. 2010/1 1 was the first year 
of active trading and its activities included construction and design services. 

There has been no transfer of assets and liabilities between the Council and the Gateshead 
Trading Company Ltd and the Council is the sole shareholder of the company, which does 
not hold any material balances outside of the Council's accounts. 

Gateshead Housing Company 

The Council's housing stock is managed and maintained by the Gateshead Housing 
Company (TGHC). In respect of this, the Council paid a management fee of £32. 273m to the 
company in 2010/11 (£34.1 82m in 2009/10). This sum is shown in full in the Council's 
accounts as part of the Housing Revenue Account, as disclosed in Note 18 to the HRA. 

In addition to this, TGHC managed capital works totalling £31. 340m in 2010/1 1 (£62.629m in 
2009/10) in respect of Decent Homes works. This expenditure is reclaimed from Gateshead 
Council and forms part of the total HRA capital expenditure of £43. 003m as disclosed in Note 
6 to the HRA. TGHC receive a management fee to cover management and administration 
costs incurred in respect of these works. This totalled £2. 5m in 2010/11 (£3m in 2009/10), 
which is included within the £72.741 m and is in addition to the revenue management fee of 
£32.273m. 

TGHC purchased goods and services totalling £15.1 01m (£28.577m in 2009/10) from the 
Council as part of its operating activities, this included capital work undertaken by LES. The 
trade balance outstanding at the year-end was £2.1 89m (£7.283m in 2009/10). 
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There has been no transfer of assets or liabilities between the Council and TGHC and the 
Council is the sole shareholder of the company, which does not hold any material balances 
outside of the Council's accounts. 

TGHC also has a charitable subsidiary, Keelman Homes, a company limited by guarantee. 
Its purpose is to provide new energy efficient homes. A newly formed entity (25 July 2009), 
Keelman Homes began trading in June 2010 when they received part of their loan from the 
Homes and Communities Agency and started to build new properties at Kibblesworth. The 
first tenants moved into these homes in September 2010 and there is a management 
agreement between TGHC and Keelman Homes to manage them. Keelman Homes will also 
receive a loan from Gateshead Council - however, they have not yet drawn down this loan. 

Trust Funds 

The Council holds a number of trust funds; more detail can be found in Note 30. 
Residents' Private Cash 

The Council holds cash balances on behalf of certain residents; any balances held are 
excluded from the accounts other than as creditor balances. 

13. Officers' remuneration 

The number of employees (including schools) whose remuneration (excluding pension 
contributions) was over £50,000 was as follows: 



Numbers of Staff Earning Over £50,000 



Remuneration Band 


Number of 


Employees 


Excluding 
effects of VR 




2009/10 


2010/11 


2010/11 


£50,000 - £54,999 


72 


82 


69 


£55,000 - £59,999 


48 


54 


43 


£60,000 - £64,999 


30 


30 


19 


£65,000 - £69,999 


15 


26 


15 


£70,000 - £74,999 


22 


22 


17 


£75,000 - £79,999 


5 


9 


6 


£80,000 - £84,999 


3 


4 


2 


£85,000 - £89,999 


6 


1 


1 


£90,000 - £94,999 


6 


5 


£95,000 - £99,999 


i 





1 


£100,000 -£104,999 


3 


4 


£105,000 -£109,999 




3 


2 


£110,000 -£114,999 










£11 5,000 -£11 9,999 


: 








£120,000 -£124,999 











£125,000 -£129,999 





1 





£130,000 -£134,999 





1 






The table above has been prepared including and excluding the effect of any voluntary 
redundancies taking place in 2010/1 1 to indicate the cost impact on senior staff. 

Remuneration of the Chief Executive and Strategic and Group Directors has been excluded 
above; these are as follows: 
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Remuneration of Senior Employees 2010/11 




Salary 












(Including 








Total 




fees & 


Expense 


Benefits 


Pension 


remuneration 


rosi noioer inTormauon inoiss 


allowances^ 


allowances 


in Kinu 


coniriDUiions 


om fU-i i 




c 

X. 


p 

2. 


p 

2. 


2. 


X. 


: ~ — 

Chief ExGCutivG, Roger KGlly 1 


H O A rue 

1 y4,ui O 


1 o,/bb 


1 1 ,/bU 


oo,o1 / 


ocn ooo 


Assistant Chief Executive 


1 1 ^,bby 





c no A 

b,^o4 


i /,oyi 


-\ D A C\ A A 

1 34,y44 


Strategic Director, Finance & ICT 


i o/,yo/ 


u 


•\ o coo 

1 o,boy 




H 70 C H O 

1 /^,b1 


Strategic Director, Legal & Corporate Services 


A A O H O H 

1 1 2,1 61 





5,870 


17,029 


hoc r\r* r\ 

1 35,060 


oroup Director, community basea oervices 


yo,oyi 


u 


b,oyb 


1 4,4oo 


i^c "7"7n 
1 1 b, / /U 


Group Director, Learning and Children 


112,658 





5,344 


17,091 


135,093 


Group Director, Local Environmental Services 


118,287 





11,290 


17,946 


147,523 


Group Director, Development & Enterprise 


101,452 





5,228 


15,403 


122,083 


2 


984,520 


13,756 


64,251 


153,297 


1,215,824 


Note 1 : expense allowance includes Returning Officer Fees of £13,756 for Council Election and General Election. 




Note 2: there were no payments for bonuses or compensation for loss of office. There were no new starters or leavers in any of the 


posts. 













Payments for Other Responsibilities 


Payments for Northumbria Police Authority responsibilities 
(included in above): 


2009/10 
£ 


2010/11 
£ 


Chief Executive 


27,704 


27,704 


Strategic Director, Finance & ICT 


19,700 


19,700 


Strategic Director, Legal & Corporate Services 


9,534 


10,196 


Group Director, Development & Enterprise 


1 1 ,257 


9,223 
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Remuneration of Senior Employees 2009/10 



Salary 







(including 
tees & 


Expense 


Benefits 


Pension 


Total 
remuneration 


Post holdGr information 


Notes 


allnwanrp^ 
£ 


£ 


in kind 

III l\ 1 1 1 vl 

£ 


pontnhution^ 

vUl III ll/UIIUI Id 

£ 


2009/1 
£ 


Ohipf Fypputiv/p Rnnpr KpIIv 


1 


194 015 


7 376 


19 584 


31 982 


252 957 


A^cuQtant f^hipf Fyppi iti\/p 




1 07 21 1 


n 


5 054 


1 6 OR? 


1 28 347 


Qtratonip niro^tnr Pinanpo & If^T" 

O LI cutJy IO Ull t?L/LUI , I II Idl lot; U lu 1 




1 T5R 


n 


I O, I OS? 


1 Q R40 


1 6^ ^R7 


Stratpnir Dirpptnr 1 pnal & Onrnnratp Sprvippc; 




1 06 669 


n 


5 635 


1 6 000 


128 304 


Group Director, Community Based Services 


2 


100,416 





5,251 


15,052 


120,719 


Group Director, Learning and Children 


3 


121,153 





6,062 


18,158 


145,373 


Group Director, Local Environmental Services 




112,658 





10,926 


16,885 


140,469 


Group Director, Development & Enterprise 


4 


128,665 





12,342 


183,874 


324,881 






1,003,145 


7,376 


78,043 


317,873 


1,406,437 



Note 1 : expense allowance includes Returning Officer Fee of £7,376 in relation to by-election and European election. 

Note 2: former Group Director left post 31/01/10. Salary £85,044 (annualised basic salary £101,964), benefits in kind £4,230, 
pension £12,746. The latter Group Director commenced 01/02/10. Salary £15,372 (annualised basic salary £92,229), benefits in 
kind £1 ,021 , pension £2,306. 

Note 3: former Group Director left post 28/02/10. Salary £103,270 (annualised basic salary £1 12,569), benefits in kind £5,216, 
pension £15,478. The latter Group Director commenced 01/02/10. Salary £17,883 (annualised basic salary £107,21 1), benefits in 
kind £846, pension £2,680. 

Note 4: pension includes £165,300 in relation to the cost of pension augmentation due to discretionary added years. 
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14. Audit fees 

The Council has incurred the following costs in relation to the audit of the Statement of 
Accounts, certification of grant claims and statutory inspections and for non-audit services 
provided by the Council's external auditors, the Audit Commission: 



Audit fees 


2009/10 




2010/11 


£000s 




£000s 


298 


Fees payable with regard to external audit services carried out for the year 


308 


17 


Fees payable in respect of statutory inspections 





62 


Fees payable for the certification of grant claims and returns for the year 


65 


3 


Fees payable in respect of other services provided during the year 


2 


380 




375 



15. Information to be presented either in the Comprehensive Income and Expenditure 
Statement or in the notes 

a. Material items of income or expense: 

Any material items of income or expense within the accounts have been disclosed 
elsewhere within the notes; these relate to impairments, voluntary redundancy costs and 
actuarial pension adjustments. 



b. Analysis of items below Net Cost of Services: 



Analysis of items below Net Cost of Services 


2009/10 




2010/11 


£000s 




£000s 




Other Operating Expenditure 




(278) 


Gains / losses on the disposal of non-current assets 


(781) 




Precepts and levies 





136 


Environment Agency levy 


140 


23 


Tyne Port Health Authority precept 


23 


12,354 


Tyne and Wear Integrated Transport Authority levy 


12,500 


8 


Lamesley Parish Council precept 


8 


623 


Payments to the housing capital receipts pool 


995 


12,866 




12,885 




Financing and Investment Income and Expenditure 




26,705 


Interest payable and similar charges 


30,298 


53,100 


Pensions interest cost 


56,020 


(26,520) 


Expected return on pensions assets 


(43,710) 


(2,150) 


Interest receivable and similar income 


(1,524) 


(35) 


Changes in the fair value of investment properties 





(2,736) 


(Surpluses) / deficits on trading activities 


2,211 


48,364 


Taxation and non-Specific Grant Income 


43,295 


(84,351) 


Council tax income 


(86,173) 


(39,307) 


Government grants not attributable to Services 


(36,572) 


(62,174) 


Capital grants and contributions 


(56,703) 


(84,717) 


NNDR re-distribution 


(92,397) 


(270,549) 




(271,845) 
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16. Movement in Reserves Statement adjustments 

The Movement in Reserves Statement details all movements in the Council's useable reserves, and provides a summary of the 
movements in unusable reserves. The following tables provide further detail of the amounts disclosed in the Movement in Reserves 
Statement. 

a. Other comprehensive income and expenditure. This comprises items of expense and income (including reclassification adjustments) 
that are not recognised in the surplus or deficit on the provision of services as required or permitted by the Code. The following tables 
detail the transactions during 201 0/1 1 and 2009/1 0: 



Other Comprehensive Income and Expenditure 


2009/10 




2010/11 movements (£000s) 


£000s 




General 


Earmarked 


Capital 










Fund 


GF 


Grants 


Unusable 








Balance 


Reserves 


Unapplied 


Reserves 


Total 


117,480 


Actuarial losses on pension fund liabilities 











(7,630) 


(7,630) 


(3,039) 


Losses arising on revaluation of non-current assets 











(12,117) 


(12,117) 


500 


Losses arising on revaluation of Newcastle Airport investment 

















(180) 


Other (gains) / losses 

















114,761 


Other comprehensive income and expenditure 











(19,747) 


(19,747) 
















2008/09 




2009/10 movements (£000s) 


£000s 




General 
Fund 


Earmarked 
GF 


Capital 
Grants 


Unusable 








Balance 


Reserves 


Unapplied 


Reserves 


Total 


135,900 


Actuarial losses on pension fund liabilities 











117,480 


117,480 


43,536 


Losses arising on revaluation of non-current assets 











(3,039) 


(3,039) 


7,853 


Losses arising on revaluation of Newcastle Airport investment 





500 








500 


(818) 


Other (gains) / losses 


(491) 





(107) 


418 


(180) 


186,471 


Other comprehensive income and expenditure 


(491) 


500 


(107) 


114,859 


114,761 



Gateshead Council Statement of Accounts 2010/11 



42 



Part 2: Notes to the Core Financial Statements 



b. Adjustments between accounting basis and funding under regulations: this section of the Movement in Reserves Statement details 
the adjustments that are made to the total comprehensive income and expenditure recognised by the Council in the year in accordance 
with proper accounting practice to the resources that are specified by statutory provisions as being available to the Council to meet future 
capital and revenue expenditure: 



Adjustments between accounting basis & funding 


basis under regulations 2010/11 




2010/11 movements (£000s) 




General Fund 
Balance 


Earmarked GF 
Reserves 


HRA 


Earmarked 
HRA Reserves 


Capital 
Receipts 
Reserve 


Capital Grants 
Unapplied 


Unusable 
Reserves 


Amortisation of intangible assets 


(343) 

















343 


Charges for depreciation, impairment and amortisation of non-current assets 


(58,200) 





(318,110) 











376,310 


The excess of depreciation charged to HRA services over the Major Repairs Allowance element of 
housing subsidy 








(10,378) 











10,378 


Capital grants and contributions credited to the Comprehensive Income and Expenditure Statement 


55,143 














(16,644) 


(38,499) 


Revenue expenditure funded from capital under statute 


(12,263) 





(212) 











12,475 


Net gain or loss on sale of non-current assets 


278 





503 





(2,437) 





1,656 


Amount by which finance costs calculated in accordance with the Code are different from the amount 
















of finance costs calculated in accordance with statutory requirements 


(6,472) 





1,127 











5,345 


Amount by which pension costs calculated in accordance with the Code (i.e. in accordance with 
















IAS19) are different from the contributions due under the pension scheme regulations 


109,875 





69 











(109,944) 


Statutory provision for repayment of debt 


10,988 

















(10,988) 


Capital expenditure charged to the General Fund balance 


2,783 





53 











(2,836) 


Transfer from Capital Receipts Reserve equal to the amount payable into the Housing Capital 
Receipts Pool 

Amount by which council tax income included in the Comprehensive Income and Expenditure 
Statement is different from the amount taken to the General Fund in accordance with regulation 


(985) 
(588) 














985 









588 


Amount by which officer remuneration charged to the Comprehensive Income & Expenditure 
Statement on an accruals basis is different from remuneration chargeable in the year in accordance 
















with statutory requirements 


137 





1 











(138) 


Capital Expenditure Financed from Usable Capital Receipts 














21 




(21) 


Transfers to/from other Reserves 














4,308 


23,402 


(27,710) 


Adjustments between accounting basis & funding basis under regulations 


100,353 





(326,947) 





2,877 


6,758 


216,959 


Transfers to/from other Earmarked Reserves 


(26,097) 


26,097 

















Net transfer to or from earmarked reserves required by legislation 


(26,097) 


26,097 
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Adjustments between accounting basis & funding 


basis under regulations 2009/10 




2009/10 movements (EOOOs) 




General Fund 
Balance 


Earmarked GF 
Reserves 


<; 
DC 
X 


Earmarked 
HRA Reserves 


Capital 
Receipts 
Reserve 


Capital Grants 
Unapplied 


Unusable 
Reserves 


AmnrtiQPtinn nf infpnnihlp aQQPtQ 

AAIIIUILIO&LIUII U 1 III Ldl iy IUI C uOOulO 




(171) 





U 











171 


f.hprnpQ fnr Hpnrppipfinn imnpirmpnt pnrl pmnrtiQPtinn nf nnn-piirrpnt PQQPt/Q 

\~>\ ldl y CO IUI ucp GUI CUI UI 1 , 1 1 1 IU&I 1 1 1 Id 1 L CU IU ClIIIUI LIO& LIUII ui IIUII UUIIdIL aoocio 




(23,912) 





(^1,1 /I) 











54,020 


Mn\/pmpnt<? in thp markpf \/alup nf ln\/p<;tmpnt Prnnprtipc; 

iviuvwi i irji i to hi u ic 1 1 1 gi r\cL vciiuc ui m i vuou i ici il i i uuci uco 




















The excess of depreciation charged to HRA services over the Major Repairs Allowance element of 
housing subsidy 










(68,364) 


2,616 








65,748 


Capital grants and contributions credited to the Comprehensive Income and Expenditure Statement 




67,170 





46 








(23,592) 


(38,538) 


Revenue expenditure funded from capital under statute 




(11,636) 





(587) 











12,223 


Net gain or loss on sale of non-current assets 




(514) 





822 





(3,014) 





2,706 


Amount by which finance costs calculated in accordance with the Code are different from the 
















amount of finance costs calculated in accordance with statutory requirements 


(13,139) 





1,317 











8,957 


Rpversal nf item"? relatinn to retirement benefit"? debited or credited to the Comnrehensive Income & 
FynpnHiturp Stafpmpnt 

1 — AUCI IUUUI C O lUlvl 1 ICI 11 




(12,543) 




244 


n 

u 








Statutory provision for the financing of capital investment 




8,346 


o 


25,087 


o 


o 


o 


(8,346) 


Capital expenditure charged to the General Fund / HRA 




1,327 


n 

u 


306 


n 

U 


n 

u 


n 

u 




Troncfor from i onitol Po^ointc Qccort/Q ahi 10I to th o omoi int r\Q\/Qhlo into tho 1— Ini icinn i onitol 
1 idilblci liUill L/dpildl riouoipLb ncbclvc oujUdl LU LMo diTIUUML pdydulc lillU Lilc nuUbliiy L/dpiLdl 

Receipts Pool 


(623) 








o 


623 


o 


o 


Amoi int h\\/ \A/hi/~ , h on i i noi 1 to v inpnmQ inoli irloH in tha Pnmr>rohQnci\/o Inoomo onH Pvnonrliti i m 
MlIIUUilL Uy Wlllull UUUilull LdX liluUlIlc lilulUUcU III lilo UUI 1 ipi Ci Ici Ibl vc Ifluulllo dilU LZXpci IUI LU i C 

QtotornQnt ic /H i f t o r n t frnrn pni moil to v inpnino pn Ipi 1 1 o t Ci/H fnc th q woor in Qprnrrlonro \A/ith ototi iton/ 
oLdLcillcilL lb UlllcicilL liUill OUUilull LdX 111001 Tic UdlUUIdLoU IUi Lilc ycdi IN duGuTUdiluc WILil bLdLULUiy 
















i cLjUli ci llci Ub 


(788) 





u 











788 


Amount bv which amount*? rharnpd for pnual nav claim*? to thp Comnrphpn^ivp Incomp & 

#11 1 IUUI 11 k/V »VI Mvl 1 UI 1 IVJUI 1 LtJ UI IUI VJvU 1 vy 1 V/UUUI k/Uy vlUII 1 liJ L\J L 1 Iv w i i i i™/i ui iui ioivu II IUvI i iu 

Expenditure Statement are different from the cost of settlements chargeable in the year in 
accordance with statutory requirements 







(536) 











2,700 


Amount by which officer remuneration charged to the Comprehensive Income & Expenditure 
Statement on an accruals basis is different from remuneration chargeable in the year in accordance 
















with statutory requirements 




319 





3 











(322) 


Capital Expenditure Financed from Usable Capital Receipts 
















3,029 





(1,488) 


Transfers to/from other Reserves 







230 








(9) 


5,148 


(5,369) 


Adjustments between accounting basis & funding basis under regulations 




13,836 


230 


(62,833) 


2,616 


629 


(18,444) 


103,916 


Transfers to/from other Earmarked Reserves 




(13,711) 13,711 

















Net transfer to or from earmarked reserves required by legislation 




(13,711) 13,711 
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c. Reserves: the Council maintains the following reserves, which are classified as either usable 
(backed by cash) or unusable (notional adjustment accounts not supported by cash): 

Usable Reserves 

The General Fund is the main fund into which council tax, government grant and other 
income is paid into and from which meets the day-to-day cost of providing services. The 
General Fund is split between a general Council reserve and reserves attributable to schools 
(LMS reserve). Spending on the provision of housing is also split, between the General Fund 
and the Housing Revenue Account. 

The Housing Revenue Account (HRA) reflects a statutory obligation to account separately 
for council housing provision. It shows the major elements of housing revenue expenditure: 
maintenance, administration and capital financing costs, and how rents, subsidy and other 
income meet these costs. The account is ring-fenced, preventing the subsidisation of rents 
from general income of the Council and vice versa. 

Earmarked Reserves are reserves set aside from General Fund resources in order to fund 
future, specific activities or cost pressures. 

The Capital Receipts Reserve is used to hold income received from the sale of non-current 
assets, and is used to finance future capital expenditure. 

The Newcastle International Airport Reserve is a reserve reflecting the estimated market 
value of the Council's holding in the Airport. 

The Major Repairs Reserve records the unspent balance of HRA subsidy paid in the form of 
the Major Repairs Allowance. This represents resources available to fund capital investment 
in Council housing. 

Unusable Reserves 

The Capital Adjustment Account absorbs the timing differences arising from the different 
arrangements for accounting for the consumption of non-current assets and for financing the 
acquisition, construction or enhancement of those assets under statutory provisions. The 
account is charged with the cost of acquisition, construction or enhancement as depreciation, 
impairment losses and amortisations are charged to the Comprehensive Income and 
Expenditure Statement (with reconciling postings from the Revaluation Reserve to convert 
fair value figures to a historical cost basis). The account is credited with the amounts set 
aside by the Council as finance for the costs of acquisition, construction and enhancement. 

The account contains accumulated gains and losses on investment properties and gains 
recognised on donated assets that have yet to be consumed by the Council. The account 
also contains revaluation gains accumulated on property, plant and equipment before 1 April 
2007, the date that the Revaluation Reserve was created to hold such gains. 

The Accumulated Absences Account absorbs the differences that would otherwise arise 
on the General Fund balance from accruing for compensated absences earned but not taken 
in the year e.g. annual leave entitlement carried forward at 31 March. Statutory arrangements 
require that the impact on the General Fund is neutralised by transfers to/from the account. 

The Equal Pay Back Pay Account: the Council has received a number of legal claims from 
previous and current employees relating to equal pay. The Comprehensive Income and 
Expenditure Statement includes a provision to reflect the potential cost of claims currently 
received by the Council. A capitalisation direction has been received to enable the Council to 
spread the potential cost of these claims over a number of years. 
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The Council has used its powers not to charge to revenue the impact of equal claims until 
such time as they become payable. The Equal Pay Back Pay Account is used to hold the 
amounts which have been deferred from being charged to the General Fund. It compensates 
for differences between the rate at which the Council provides for the potential costs of back 
pay settlements in relation to equal pay cases and the ability under statutory provisions to 
defer the impact on the General Fund until such time as cash might be paid out to claimants. 

The Collection Fund Adjustment Account manages the differences arising from the 
recognition of council tax income in the Comprehensive Income and Expenditure Statement 
as it falls due from council taxpayers compared with the statutory arrangements for paying 
across amounts to the General Fund from the Collection Fund. 

The Pensions Reserve absorbs the timing differences arising from the different 
arrangements for accounting for post employment benefits and for funding benefits in 
accordance with statutory provisions. The Council accounts for post employment benefits in 
the Comprehensive Income and Expenditure Statement as the benefits are earned by 
employees accruing years of service, updating the liabilities recognised to reflect inflation, 
changing assumptions and investment returns on any resources set aside to meet the costs. 
However, statutory arrangements require benefits earned to be financed as the Council 
makes employer's contributions to pension funds or eventually pays any pensions for which it 
is directly responsible. The debit balance on the reserve therefore shows a substantial 
shortfall in the benefits earned by past and current employees and the resources the Council 
has set aside to meet them. The statutory arrangements will ensure that funding will have 
been set aside by the time the benefits come to be paid. 

The Financial Instruments Adjustment Account is a statutory reserve that absorbs the 
timing differences arising from the different arrangements for accounting for income and 
expenses relating to certain financial instruments and for bearing losses or benefiting from 
gains per statutory provisions. The balance relates to deferred liabilities that regulations 
specify can continue to be recognised over the life of the replacement borrowing, and 
amounts relating to the re-measurement of soft loans entered into by the Council, which 
regulations allow to be recharged over the life of the loans. 

The balance on the account relates to £5.740m deferred liabilities that regulations specify 
can continue to be recognised over the life of the replacement borrowing for the General 
Fund and a maximum of 10 years in respect of the HRA. The balance contains a further 
£0.095m relating to the re-measurement of soft loans entered into by the Council, which 
regulations allow to be recharged over the life of the loans. 

The Revaluation Reserve contains gains made by the Council arising from increases in 
non-current asset values. The balance is reduced when assets with accumulated gains are: 

■ revalued downwards or impaired and the gains are lost; 

■ used in the provision of services and the gains are consumed through depreciation; or 

■ disposed of and the gains are realised. 

The reserve contains only revaluation gains accumulated since 1 April 2007, the date that the 
reserve was created. Accumulated gains arising before that date are consolidated into the 
balance on the Capital Adjustment Account. 

Deferred Capital Receipts are created when Council dwellings are sold and a mortgage is 
advanced to enable tenants to purchase the property. An amount equal to this is called a 
deferred capital receipt. They are written down each year by the amount of debt repaid. 



Local Authorities (Capital Finance and Accounting) (Amendment) (England) Regulations 2007 (SI 2007 No 573) Regulation 30A 
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An analysis of the Council's reserves and details of any transfers to or from earmarked 
reserves are set out below: 



Analysis of the Transfers to / from Earmarked Reserves 


Balance 






Transfers 


Balance 




Transfers 




as at 




Transfers 


from 


as at 


Transfers to 


from 


Balance as 


31/03/09 




to reserve 


reserve 


31/03/10 


reserve 


reserve 


at 31/03/11 


£000s 




£000s 


£000s 


£000s 


£000s 


£000s 


£000s 




Useable Reserves 
















General Fund balance: 














(11,444) 


General Reserve 


(6,061) 





(17,505) 


3,421 


(1,910) 


(15,994) 


(10,853) 


LMS Budget Share Reserve 


(1 ,547) 


1,493 


(10,907) 


(1,895) 


1,910 


(10,891) 




Earmarked General Fund reserves: 














(8,353) 


Pensions 


(4,002) 


5,647 


(6,708) 


(794) 


4,500 


(3,001) 


(3,578) 


Capital 





3,578 














(3,878) 


Insurance 





878 


(3,000) 








(3,000) 


(5,884) 


Grant Clawback 





4,171 


(1,713) 





338 


(1,375) 


(33,217) 


Gateshead Development Pool 


(642) 


5,963 


(27,896) 


(3,893) 


21,570 


(10,219) 


(726) 


Cultural Development Reserve 


(500) 


475 


(751) 





486 


(265) 


(920) 


Bridge Maintenance 








(920) 








(920) 


(890) 


Developers' Contributions 


(667) 


242 


(1,315) 


(312) 


32 


(1,595) 


(600) 


LAA Reward Grant Reserve 


(39) 





(639) 





639 





(4,359) 


Economic Downturn 


(1,662) 


291 


(5,730) 




3,475 


(2,255) 


(789) 


DSG Reserve 


(181) 


390 


(580) 





55 


(525) 




Total Earmarked General Fund 














(63,194) 


reserves: 


(7,693) 


21,635 


(49,253) 


(4,999) 


31,095 


(23,156) 


(18,191) 


Housing Revenue Account balance 





1,337 


(16,854) 




527 


(16,327) 




Earmarked Housing Revenue 
















Account reserves: 














(2,616) 


Major Repairs Reserve 


(25,087) 


27,703 














(3,957) 


Capital Receipts Reserve 


(11,102) 


11,731 


(3,328) 


(2,852) 


5,729 


(451) 


(11,248) 


Capital Grants Unapplied 


(23,637) 


5,086 


(29,799) 


(203,211) 


209,969 


(23,041) 




Newcastle International Airport 














(1,059) 


Reserve 





500 


(559) 








(559) 


(122,562) 


Total usable reserves 


(75,127) 


69,485 


(128,205) 


(209,536) 


247,320 


(90,419) 




















Unusable reserves 














(16,383) 


Revaluation Reserve 


(7,047) 


3,342 


(20,088) 


(12,838) 


1,723 


(31,203) 


[1,139,634) 


Capital Adjustment Account 


(88,156) 


154,740 


(1,073,050) 


(163,361) 


490,148 


(746,263) 


9,549 


Financial Instrument Adjustment 
Account 


(3,256) 


1,005 


7,298 


(1 ,463) 





5,835 





Equal Pay Back Pay Account 







2,700 








2,700 


(1,340) 


Deferred Capital Receipts Reserve 


(1,263) 


3 


(2,600) 




127 


(2,473) 


(918) 


Collection Fund Adjustment Account 


(836) 


1,624 


(130) 


(93,101) 


93,689 


458 


4,959 


Accumulated Absences Account 


(322) 





4,637 


(138) 





4,499 


378,914 


Pensions Reserve 





129,778 


508,692 


(117,574) 





391,118 


(764,853) 


Total unusable reserves 


(100,880) 


293,192 


(572,541) 


(388,475) 


585,687 


(375,329) 


















(887,415) 


Total reserves of the Council 


(176,007) 


362,677 


(700,746) 


(598,011) 


833,007 


(465,748) 
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1 7. Leases 



Lessee - Operating Leases 


The Council has acquired various items of equipment and buildings by entering into 


operating leases. The future minimum lease payments due under non-cancellable 


leases in future years are: 










31/03/09 


31/03/10 


31/03/11 




EOOOs 


EOOOs 


EOOOs 


Not later than one year 


870 


692 


714 


Later than one year and not later than five years 


1,850 


1,540 


1,244 


Later than five years 


2,172 


1,884 


1,788 




4,892 


4,116 


3,746 


The expenditure charged to the Comprehensive Income and Expenditure Statement 


during the year in relation to these leases was: 












2009/10 


2010/11 






EOOOs 


EOOOs 


Minimum lease payments 




426 


292 






426 


292 



Lessor- Operating Leases 



The Council leases out property and equipment under operating leases for 
the following purposes: - for the provision of community services, such as 
garage sites - for economic development purposes to provide suitable 
affordable accommodation for local businesses. 

The total values of future minimum lease payments receivable under non- 
cancellable operating leases are as follows: 





31/03/10 


31/03/11 




EOOOs 


EOOOs 


Leases expiring within one year 


3,049 


1,746 


Leases expiring between one year and five years 


4,799 


3,943 


Leases expiring after five years 


96,524 


95,634 




104,372 


101,323 
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Lessee - Finance Leases 



The Council has various IT equipment under finance leases. The assets acquired under 
these leases are carried as property, plant and equipment in the Balance Sheet at the 
following net amounts: 



Vehicles, plant, furniture and equipment 



31/03/10 
£000s 


31/03/11 
£000s 


263 


197 



The Council is committed to making minimum payments under these leases comprising 
settlement of the long-term liability for the interest in the property acquired by the Council 
and finance costs that will be payable by the Council in future years while the liability 
remains outstanding. The minimum lease payments are made up of the following 
amounts: 





31/03/10 


31/03/11 




£000s 


£000s 


Finance lease liabilities (net present value of minimum lease 






payments): 






Current 


85 


90 


Non current 


184 


94 


Finance costs payable in future years 


27 


13 


Minimum lease payments 


296 


197 



The minimum lease payments will be payable over the following periods: 



Minimum Lease Finance Lease 
Payments Liabilities 23 





31/03/10 


31/03/11 


31/03/10 


31/03/11 




£000s 


£000s 


£000s 


£000s 


Not later than one year 


99 


99 


85 


90 


Later than one year and not later than five years 


197 


99 


184 


94 


Later than five years 
















296 


197 


269 


184 



The net present value of the minimum lease payments 
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d. 



Lessor - 


finance leases: 






The Council has leased out two properties at the Gateshead Interchange Centre. One has a 


remaining term of one year and the other for ten years; both are finance leases. 




The Council has a gross investment in the lease, made up of the minimum lease payments 


expected to be received over the remaining term and the residual value anticipated for the 


property when the lease comes to an 


end. The 


minimum lease payments comprise 


settlement of the long-term debtor for the interest in the property acquired by the lessee and 


finance income that will be earned by the Council in future years whilst the debtor remains 


outstanding. The gross investment is made up of the following amounts: 






31/03/09 


31/03/10 


31/03/11 






£000s 


£000s 


£000s 




Finance lease debtor (net present value 










of minimum lease payments): 










Current 


165 


127 


132 




Non current 


1,263 


1,137 


1,005 




Unearned finance income 


422 


357 


303 




Unguaranteed residual value of property 


389 


389 


389 




Gross investment in the lease 


2,239 


2,009 


1,829 




The gross investment in the lease and the minimum lease payments will be received over 


the following periods: 












Gross Investment in 


Minimum Lease 




the Lease 


Payments 




31/03/10 


31/03/11 


31/03/10 


31/03/11 




£000s 


£000s 


£000s 


£000s 


Not later than one year 


180 


180 


180 


180 


Later than one year and not later than 










five years 


720 


720 


720 


720 


Later than five years 


1,109 


929 


720 


540 




2,009 


1,829 


1,620 


1,440 
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18. Property, plant and equipment 



Property, Plant and Equipment Movements 




Other 
land and 
buildings at 

f 3 I Y \/Q 1 1 ID 

Iclli VdlUc 


Assets 
under 
construction 


Vehicles, 
plant and 
equipment 

at rrict 


Finance 
leased 
equipment 

at rrict 


Council 
dwellings 
at fair 

\/ah IO 
vdlUC 


Infra- 
structure 
at cost 


Community 
assets 
at cost 


Surplus 
assets 


Total 




Z.UUUS 


Z.UUUS 


Z.UUUS 


Z.UUUS 


Z.UUUS 


tuuus 


tuuus 


tuuus 


cnnrie 


Cost or valuation 




















Original balance at 31 March 2009 


475,512 


2,229 


50,493 





1,068,142 


116,407 


5,602 


31,133 


1,749,518 


IFRS restatement adjustments 


(16,642) 


8,734 


1 


o 


1 





1 


1,612 


(6,292) 


Restated balance at 1 April 2009 


458,870 


10,963 


50,494 


o 


1,068,143 


1 1 6,407 


5,603 


32,745 


1 ,743,226 


Additions 


24,079 


29,276 


7,221 


350 


72,121 


7,065 


503 


387 


141,002 


DisDosals 








(1 ,007) 


o 


(692) 











H 699) 


Revaluation increase/(decrease) to 
Revaluation Reserve 


(2,067) 





(27) 














(1,195) 


(3,290) 


Revaluation increase/(decrease) to 
Comprehensive l&E 


(8,679) 











(89,572) 








(7,978) 


(106,229) 


Balance at 31 March 2010 


472,203 


40,240 


56,681 


350 


1,050,000 


123,471 


6,106 


23,959 


1,773,010 


Reclassifications 


24,604 


(25,281) 

















677 





upening Daiance ax i Mpni iu 


A.QR R(\7 


■iA QEQ 
1 4,939 


EC COi 

OD.DO 1 




I ,uou,uuu 


1 97 471 


O, I UO 


OA COC 


1 777 mn 
o,u 1 u 


Additions 


58,931 


24,626 


8,405 





37,061 


6,861 


301 


302 


136,486 


Disposals 


(651) 





(1,328) 





(969) 











(2,948) 


Revaluation increase/(decrease) to 
Revaluation Reserve 


7,849 

















58 


66 


7,973 


Revaluation increase/(decrease) to 
Comprehensive l&E 


(37,677) 











(339,091) 





(770) 


(831) 


(378,369) 


Balance at 31 March 2011 


525,258 


39,585 


63,758 


350 


747,000 


130,332 


5,695 


24,173 


1,536,151 



Gateshead Council Statement of Accounts 2010/11 



51 



Part 2: Notes to the Core Financial Statements 



Property, Plant and Equipment Movements 





Other 


Assets 


Vehicles, 


Finance 


Council 
dwellings at 


Infra- 
structure 


L/Ommuniiy 
assets 








land and 


under 


plant and 


leased 


Surplus 


Total 




buildings at 
fair value 


construction equipment 
at cost at cost 


equipment 
at cost 


fair value 


at cost 


at cost 


assets 




£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


Accumulated depreciation and impairment 




















Original balance at 31 March 2009 


(24,300) 





(30,573) 





(21 ,363) 


(23,828) 




(89) 


(100,153) 


IFRS restatement adjustments 


1,983 


n 


71 

/ I 














(97) 


1,957 


Balance at 1 April 2009 


(22,317) 


n 

IS 


/■an 





(21,363) 


(23,828) 





(186) 


(98,196) 


Eliminated on disposals of assets 





n 
\j 


967 





13 











980 


Depreciation written out to Revaluation Reserve 


6,796 


n 


?9 


o 








o 


41 


6,866 


Depreciation written out to Comprehensive l&E 


2,601 


n 


n 


o 


21,350 


o 


o 


108 


24,059 


Impairment losses recognised in profit or loss 


(105) 




n 

















(105) 


Reversals of impairment losses recognised in profit or loss 





























Depreciation 


(10,842) 





(7,131) 


(88) 


(21,000) 


(3,012) 





(146) 


(42,219) 


Balance at 31 March 2010 


(23 867) 





(36,637) 


(88) 


(21 000) 


(26 840) 


o 


(183) 


(108 615) 


Reclassifications 


124 





1 








1 


o 


(125) 


1 


Opening balance at 1 April 2010 


(23,743) 





(36,636) 


(88) 


(21,000) 


(26,839) 





(308) 


(108,614) 


Disposals 








1,274 





19 











1,293 


Depreciation written out to Revaluation Reserve 


4,144 























4,144 


Depreciation written out to Comprehensive l&E 


5,863 











20,981 








145 


26,989 


Depreciation 


(13,973) 





(7,491) 


(66) 


(13,446) 


(3,266) 





(324) 


(38,566) 


Balance at 31 March 201 1 


(27,709) 





(42,853) 


(154) 


(13,446) 


(30,105) 





(487) 


(114,754) 





Other 
land and 
buildings at 
fair value 


Assets under 
construction 
at cost 


Vehicles, 
plant and 
equipment 
at cost 


Finance 
leased 
equipment 
at cost 


Council 
dwellings at 
fair value 


Infra- 
structure 
at cost 


Community 
assets 
at cost 


Surplus 
assets 


Total 




£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


£000s 


Net Book Value at 31/03/2010 


448,337 


40,240 


20,044 


262 


1 ,029,000 


96,631 


6,106 


23,776 


1,664,396 


Net Book Value at 31/03/201 1 


497,549 


39,585 


20,905 


196 


733,554 


100,227 


5,695 


23,686 


1,421,397 
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Capital Expenditure and Capital Financing 


The total amount of capital expenditure incurred in the year is shown in the table below 
(including the value of assets acquired under finance leases and PFI/PP contracts), together 
with the resources that have been used to finance it. Where capital expenditure is to be financed 
in future years by charges to revenue as assets are used by the Authority, the expenditure 
results in an increase in the Capital Financing Requirement (CFR), a measure of the capital 
expenditure incurred historically by the Authority that has yet to be financed. The CFR is 
analysed in the second part of this note. 


2009/10 
£000s 




2010/11 
£000s 


490,843 


Opening capital financing requirement 


572,567 




Caoital investment 

yS 1 IU 1 1 1 1 V w w 11 1 1 w III 




141,005 


Property, plant and equipment 
Intangible assets 


136,484 
877 




Revenue expenditure funded from capital under statute 


22,907 




Sources of finance 




(2,189) 


Capital receipts 


(4,877) 


(71 ,328) 


Government grants and other contributions 


(68,361) 




Sums set aside from revenue: 




(1,677) 


Direct revenue contributions 


(2,837) 


(8,346) 


[MRP/loans fund principal] 


(10,998) 








572,567 


Closing capital financing requirement 


645,762 








Explanation of movements in year 




36,618 


Increase in underlying need to borrowing (supported by government 
financial assistance) 


10,444 


45,646 


Increase in underlying need to borrowing (unsupported by government 
financial assistance) 


63,697 


268 


Assets acquired under finance leases 


(85) 


(808) 


Assets acquired under PFI/PPP contracts 


(861) 


81,724 


lncrease/(decrease) in capital financing requirement 


73,195 



Capital Commitments 

At 31 March 201 1, the Council has entered into a number of contracts for the construction or 
enhancement of property, plant and equipment in 2011/12 and future years budgeted to cost 
£1 2.5m. Similar commitments at 31 March 201 amounted to £1 1 .6m. The major commitments 
relate to the completion of the following schemes: 



■ Building Schools for the Future £6.0m 

■ Gateshead International Stadium £1 .7m 

■ Northern Design Centre £4.4m 

■ Building an Active Future £0.4m 



Revaluations 

Valuations are carried out on a rolling programme basis, with 20% of assets valued each year. 
This provides a full revaluation every five years, in line with statutory requirements. In addition, 
HRA dwellings, the Civic Centre and other major assets are valued annually. 
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A full review of the Council's property assets was undertaken at the end of 2008/09 to assess 
the impact of the economic downturn on the Council's assets. The valuations in subsequent 
years have been completed as part of the rolling programme and the total valuations are 
summarised in the table below for the relevant year: 



Revaluations 




Land and 
Buildings 
£000s 


Council 
Dwellings 
£000s 


Surplus 
Assets 
£000s 


Total 
Valuation 
£000s 


Assets valued 1 April 2010 


239,732 


747,000 


725 


987,457 


Assets valued 1 April 2009 
Assets valued 1 April 2008 


221,794 
421,299 


1,050,000 
1,068,143 


1,768 
32,674 


1,273,562 
1,522,116 



19. Investment property 



Investment Property Balances (at Fair Value) 


31/03/09 




31/03/10 


31/03/11 


£000s 




£000s 


£000s 













Balance at start of year 


263 


148 





Disposals 


(115) 





263 


Transferred from property, plant and equipment 








263 


Balance at end of year 


148 


148 



20. Intangible assets 



Intangible Asset Movements 




Licences 


Total 




£000s 


£000s 


Cost 






Balance at 1 April 2009 




470 


Additions 


295 


295 


Balance at 31 March 2010 


765 


765 


Additions 


876 


876 


Balance at 31 March 2011 


1,641 


1,641 


Accumulated amortisation and impairment 


Balance at 1 April 2009 


(159) 


(159) 


Amortisation expense 


(171) 


(171) 


Balance at 31 March 201 


(330) 


(330) 


Amortisation expense 


(343) 


(343) 


Balance at 31 March 2011 


(673) 


(673) 


Net book value of intangible assets at 31 March 2009 


311 


311 


Net book value of intangible assets at 31 March 2010 


435 


435 


Net book value of intangible assets at 31 March 2011 


968 


968 
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21 . Assets held for sale 



Assets Held for Sale 



Current 





2009/10 
£000s 


2010/11 
£000s 


Balance outstanding at start of year 


1,233 


701 


Revaluation losses 


(144) 





Assets sold 


(388) 





Balance outstanding at year-end 


701 


701 



22. Public finance initiative (PFI) arrangements 

a) Schools PFI 

In February 2006, the Council entered into a contract with Pinnacle Schools (Gateshead) 
Limited (PSG) to design, build, finance and operate seven new schools in Gateshead. The 
schools were completed during 2007 and 2008: PSG will manage and maintain them until 
2033. 

The schools are provided under the PFI scheme. As such, they benefit from government 
grants for the period of the contract. The value of these grants was £65m at 2005 prices. 

PSG are paid by the Council using a formula within the contract. Payments consist of a fixed 
element and an index-linked (RPIX) element which form a monthly "unitary charge", covering 
the construction, financing and running costs of the schools. However, actual payments to 
PSG may vary due to the company's performance, contract variations and additional works. 

One school within the contract was built on behalf of the Roman Catholic Diocese of Hexham 
and Newcastle. As such, the asset, liability and any income or expenditure have been 
excluded from these accounts (see Note 8 for further information). 

b) Analysis of movements in PFI asset values 

The values of the school buildings changed as follows during the year: 



Schools PFI - Asset Values 



31/03/09 




31/03/10 


31/03/11 


£000s 




£000s 


£000s 


39,572 


Opening value 


51,744 


49,375 




Movements: 






14,992 


Additions 


205 


86 





Revaluations 


17 


3,957 


(1,037) 


Depreciation 


(896) 


(1,194) 


(1,783) 


Impairments 


(1,694) 


(3,434) 


51,744 


Closing value 


49,375 


48,789 



c) Analysis of movements in PFI liabilities 

The estimated value of outstanding contractual Balance Sheet liabilities (the capital element of 
unitary charge payments still to be made) is analysed below: 
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Schools PFI - Liabilities 


31/03/09 




31/03/10 


31/03/11 


£000s 




£000s 


£000s 


(38,607) 


Opening value 


(48,388) 


(47,581) 


(11,333) 


New liabilities 





o 


795 


Bullet payments 


o 





757 


Repayment of capital 


807 


861 


(48,388) 


Closing value 


(47,581) 


(46,720) 



d) Analysis of unitary charge payments outstanding 

The estimated value of outstanding unitary charge payments (at current prices) is analysed 
below: 



Schools PFI 


- Unitary Charge Payments Remaining 






Repayment 


Interest 


Service 






of Liability 


Payment 


Charges 


Total 




£000s 


£000s 


£000s 


£000s 


- within 1 year 


918 


3,094 


3,305 


7,317 


- within 2-5 years 


4,322 


1 1 ,726 


13,801 


29,848 


-within 6-10 years 


7,220 


12,839 


18,667 


38,727 


-within 1 1-15 years 


9,949 


10,110 


20,434 


40,493 


-within 16-20 years 


13,709 


6,350 


22,433 


42,492 


- within 21-25 years 


10,602 


1,434 


10,865 


22,900 




46,720 


45,553 


89,505 


181,777 



Note that the value of contingent rents (rents that are not fixed - in this case, those due to a 
general increase in prices 24 ) within the arrangement were as follows: 



Contingent Rentals 



£000s 

2008/09 value 285 
2009/10 value 360 
2010/11 value 505 



Significant contractual information 
Significant terms of the arrangement 

Market testing: from 1 April 2013 onwards, five-yearly market testing exercises must be carried 
out by an independent third party on behalf of PSG. Should the service costs (grounds 
maintenance, cleaning and waste management, and pest control) change by 5% or more, the 
unitary charge must be adjusted accordingly. 

Pension liability: an adjustment is required for any changes in employer pension contributions 
from an agreed percentage of employees' pay. This may be payment to or from the contractor. 

Refinancing gains: should PSG choose to refinance its debts (subject to the Council's 
consent), the Council is entitled to a 50% share of any gains. 



The Schools PFI contract is inflated annually by RPIx, the retail price index excluding mortgage payments 
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Rights to use specified assets 

The Council has full rights to use the schools for the provision of educational services. 
However, a fee is payable to PSG for use outside normal hours (for example, community use). 

Rights to expect provision of services 

The Council has rights to expect the provision of managed facilities management (FM) 
services for the duration of the contract. 

Rights to receive specified assets at the end of the concession period 
The schools are under the operational control of PSG during the contract, with legal title to the 
land remaining with the Council throughout the contract. Any equipment procured by PSG for 
the operation of the schools will be transferred to the Council at the end of the contract period. 

There are a number of agreements between the Council and the Diocese around the shared 
Highfield / St Joseph's site. They ensure that the Diocese has the right to use their half of the 
site indefinitely following hand back, along with rights to use shared areas for the duration of 
the contract. 

Renewal and termination options 

The contract does not include an option to extend/renew beyond the contractual expiry date. 

The contract allows the Council to terminate the contract on 20 business days' notice, or either 
party to terminate on the other party's default or in the event of force majeure. There are 
provisions within the contract allowing for compensation to be paid by the defaulting party to 
the other in the event of termination. 

Other rights and obligations 

It is anticipated that any staff employed by PSG or its subcontractors in running the schools will 
have the legal right to transfer over to the Council at the end of the contract. 

23. Financial instruments 

a. Nature and extent of risk arising from financial instruments 

Key risks: the Council's borrowing and investment activities expose it to a variety of financial 
risks, the key risks being: 

■ Credit risk: the possibility that other parties might fail to pay amounts due to the Council; 

■ Liquidity Risk: the possibility that the Council might not have the funds available to meet 
its commitments to make payments; 

■ Re-financing risk: the possibility that the Council might be required to renew a financial 
instrument on maturity at disadvantageous interest rates or terms; 

■ Market Risk: the possibility that the Council may suffer financial loss as a result of 
changes in measures such as interest rate. 

Procedures for managing risk: the Council's overall risk management procedures focus on the 
unpredictability of financial markets, and implementing restrictions to minimise these risks. The 
procedures for risk management are set out through a legal framework set out in the Local 
Government Act 2003 and the associated regulations. These require the Council to comply 
with the CIPFA Prudential Code 2009, the revised CIPFA Treasury Management in the Public 
Services Code of Practice 2009 and investment guidance issued through the Act. Overall, 
these procedures require the Council to manage risk in the following ways: 

■ by formally adopting the requirements of the Code; 

■ by the adoption of a Treasury Policy Statement; 
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■ by approving an investment strategy for the forthcoming year setting out its criteria 
for both investing and selecting investments counterparties in compliance with 
government guidance; and 

■ by approving annually in advance prudential indicators for the following three years 
limiting: 

the Council's overall borrowing; 

■ its maximum and minimum exposure to fixed and variable rates; 

■ its maximum and minimum exposures within the maturity structures of its debt; and 

■ its maximum annual exposures to investments maturing beyond a year. 

These are required to be reported and approved at or before the Council's annual council tax 
setting budget meeting. These items are reported with the annual Treasury Management 
Strategy, which outlines the detailed approach to managing risk in relation to the Council's 
financial instruments exposure. Actual performance is also reported annually to Council. 

A central treasury team implements these policies. The Council maintains written principles for 
overall risk management, as well as written policies covering specific areas, such as interest 
rate risk, credit risk, and the investment of surplus cash through treasury management 
practices (TMPs). These TMPs are a requirement of the Code of Practice and are reviewed 
regularly. 

The Council also uses treasury consultants to provide guidance in all areas of treasury 
management. 

Credit risk: Credit risk arises from deposits with banks, building societies, other local 
authorities and the Debt Management Office, as well as credit exposures to the Council's 
customers. This risk is minimised through the Annual Investment Strategy, which requires that 
deposits are not placed with financial institutions that fail to meet the agreed minimum credit 
criteria. The Annual Investment Strategy also stipulates the maximum amount and time limits 
in respect of each financial institution. 

At the 31 March 2011 £1 2.303m (12.75%) of the Council's £96.500m of deposits were with 
financial institutions domiciled outside of the UK: 



Deposits Outside the UK 






2009/10 


2010/11 






Amount 


% 


Amount 


% 


Country of Domicile 


£000s 




£000s 




Singapore 


10,325 


8.58 


8,495 


8.80 


Australia 





0.00 


3,808 


3.95 




10,325 


8.58 


12,303 


12.75 



The table below shows the gross amounts due to the Council from its financial assets, and the 
amounts which have been impaired due to likely non receipt. The net carrying value represents 
the maximum credit risk to which the Council is exposed: 
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Gross Amounts due to the Council from Financial Assets 


2009/10 




2010/11 


Net 
Value 




Gross 
Value 


Impairment 
Value 


Net 
Value 


£000s 




£000s 


£000s 


£000s 


120,502 


Deposits with financial institutions 


120,852 


(350) 


120,502 


2,722 


Long-term debtors 


1,165 





1,165 


47,779 


Debtors 


48,458 


(5,489) 


42,969 



The debtors' balance represents the amount due to the Council from customers. A bad debt 
provision of £5.489m is held on the Balance Sheet to provide against the risk of default on debt 
outstanding. 



The following table summaries the Council's maximum exposure to credit risk on financial 
assets. This analysis is based on credit rating advice received by the Council's treasury 
advisors, Sector and focuses on the long term investment grade rating issued to each financial 
institution by Fitch. The highest possible rating is AAA and the lowest rating is BBB: 



Spread of Credit Risk 


Rating 


Amount 




£m 


AAA 


19.085 


AA- 


76.037 


Total (excluding impaired investments) 


95.122 



Liquidity risk: The Council manages its liquidity position through the risk management 
procedures above (the setting and approval of prudential and treasury indicators and the 
approval of the treasury and investment strategy reports), as well as through cash flow 
management procedures required by the Code. 

The Council has ready access to borrowings from the money markets to cover any day-to-day 
cash flow need, and the Public Work Loans Board (PWLB) and money markets for access to 
longer term funds. The Council is also required to provide a balanced budget through the Local 
Government Finance Act 1992, which ensures sufficient monies are raised to cover annual 
expenditure. There is therefore no significant risk that the Council will be unable to raise 
finance to meet its commitments under financial instruments. 

At 31 March 201 1 , £96.500m 25 of the Council's deposits were due to mature within 364 days. 

Refinancing and maturity risk: The Council maintains a significant debt and investment 
portfolio. Whilst the cash flow procedures above are considered against the refinancing risk 
procedures, longer term risk to the Council relates to managing the exposure to replacing 
financial instruments as they mature. This risk relates to both the maturing of longer term 
financial liabilities and longer term financial assets. 

The approved treasury indicator limits for the maturity structure of debt and investments placed 
for greater than one year in duration are the key parameters used to address this risk. The 
Council approved treasury and investment strategies address the main risks and the central 
treasury team address the operational risks within the approved parameters. This includes: 



Including impairments 
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■ monitoring the maturity profile of financial liabilities and amending the profile through 
either new borrowing or the rescheduling of the existing debt; and 

■ monitoring the maturity profile of investments to ensure sufficient liquidity is available 
for the Council's day to day cash flow needs, and the spread of longer-term 
investments provide stability of maturities and returns in relation to the longer-term 
cash flow needs. 



The maturity profile of the Council's financial liabilities is shown below: 



Maturity Profile 


Maturity Period 


Approved limits 


31/03/11 




% 


% 


< 1 year 


20.00 


6.53 


1 - 2 years 


20.00 


7.93 


2-5 years 


60.00 


23.12 


5-10 years 


60.00 


20.60 


+ 1 years 


90.00 


41.82 



Market risk 

Interest rate risk: The Council is exposed to interest rate movements on its borrowings and 
investments. Movements in interest rates have a complex impact on the Council, depending on 
how variable and fixed interest rates move across differing periods. For example, a rise in 
interest rates would have the following effects: 

■ Borrowing at variable rates: the interest expense charged to the Comprehensive 
Income and Expenditure Statement will rise; 

■ Borrowing at fixed rates: the fair value of the borrowing will fall (no impact on 
revenue balances); 

■ Investments at variable rates: the interest income credited to the Comprehensive 
Income and Expenditure Statement will rise; and 

■ Investments at fixed rates: the fair value of the assets will fall (no impact on revenue 
balances). 

Borrowings are not carried at fair value on the Balance Sheet, so nominal gains and losses on 
fixed rate borrowing will not impact in the Comprehensive Income and Expenditure Statement. 
However, changes in interest payable and receivable on variable rate borrowing and 
investments will affect the General Fund balance. 

The Council is required to carry out a risk assessment on the impact of a change in interest 
rates on the surplus or deficit for the year. The assessment has been carried out assuming a 
1% increase in interest rates (with all other variables such as principal and maturity periods 
being held constant). The increase in interest rates will only affect the rate applied to variable 
rate borrowing and investments. The results of this assessment are shown in the following 
table: 
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Interest Rate Sensitivity Analysis 




ontmt 1 

£\3 I U/ I I 

POOD 


Increase in interest payable on variable rate borrowing 


249 


Increase in interest receivable on variable rate investments 


(56) 


Increase in government grants receivable for financing costs (HRA only) 


(137) 


Impact on the (surplus)/deficit 


56 


Memorandum items 


Share of overall impact to the HRA 


144 


Decrease in fair value of fixed rate investments 


224 


Decrease in the fair value of fixed rate borrowing 


66,163 



The Council has a number of strategies for managing interest rate risk. The annual Treasury 
Management Strategy draws together the Council's prudential and treasury indicators and its 
expected treasury operations, including an expectation of interest rate movements. From this 
Strategy a treasury indicator is set which provides maximum limits for fixed and variable 
interest rate exposure. The central treasury team will monitor market and forecast interest 
rates within the year to adjust exposures appropriately. For instance during periods of falling 
interest rates, and where economic circumstances make it favourable, the drawing of longer 
term fixed rates borrowing may be postponed. 

The risk of interest rate loss is partially mitigated by the fact that a proportion of government 
grants payable on financing costs will normally move with prevailing interest rates of the 
Council's cost of borrowing and therefore provide 'compensation' for a proportion of any higher 
costs. 

Price risk: The Council does not generally invest in equity shares but does have shareholdings 
to the value of £0.559m in Newcastle International Airport, which is not on the stock market. 
The Council is consequently only exposed to losses arising from movements in the price of 
these shares if a revaluation of the company showed a fall in its overall valuation. 

The Council holds a small number of various gilts with a value at cost of £0.005m which are 
classified as 'available for sale', meaning that all movements in price would, if considered 
material, impact on the gains and losses recognised in the Comprehensive Income and 
Expenditure Statement. The market value of these holdings as at 31 March 201 1 was £0.009m 
and the movement in price is deemed immaterial. 

Foreign exchange risk: The Council has no financial assets or liabilities denominated in foreign 
currencies. It has no exposure to loss arising from exchange rates movements. 

b. Financial instrument balances 

The borrowings and investments disclosed in the Balance Sheet were made up of the following 
categories of financial instruments, analysed into long- and short -term: 
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Financial Instrument Balances 






Long-Term 




31/3/09 


31/3/10 


31/3/11 




£000s 


£000s 


£000s 


Financial Liabilities at amortised cost 


nno h ~~7 zr 

393,175 


A r\r* ~~7 A t~\ 

426,71 2 


512,972 


Total Borrowing 


393,175 


42b, 71 2 


512,972 










Loans and Receivables 


2,817 


10,149 





Available-for-Sale Assets 


5 


5 


5 


Unquoted equity investment 


1,059 


559 


559 


Total Investments 


3,881 


10,713 


564 




Financial Instrument Balances 






Short-Term 




31/3/09 


31/3/10 


31/3/11 




£000s 


£000s 


£000s 


Financial Liabilities at amortised cost 


31 ,697 


53,451 


48,146 


Total Borrowing 


31,697 


53,451 


48,146 










Loans and Receivables 


110,352 


110,353 


92,150 


Available-for-Sale Assets 











Unquoted equity investment 











Total Investments 


110,352 


110,353 


92,150 



Analysis of financial liabilities at amortised cost 



Analysis of Financial Liabilities at Amortised Cost 


Total 
outstanding 
at 31 March 




Interest rates 
payable 


Total outstanding at 31 
March 


2009 
£000s 


Source of Loan 




2010 
£000s 


2011 
£000s 


364,334 


Public Works Loans Board 


1.49%- 13.75% 


379,444 


440,264 


60,538 


Other Loan Instruments 


0.645% - 4.52% 


100,720 


120,854 


424,872 




480,164 


561,118 




Analysis of loan by maturity: 






31,697 


Short-Term Borrowings 


53,451 


48,146 










38,695 


Maturing in 1 - 2 years 


42,240 


44,022 


101,282 


Maturing in 2 - 5 years 


110,232 


128,378 


54,362 


Maturing in 5 - 1 years 


85,023 


108,368 


198,836 


Maturing > 10 years 


189,217 


232,204 


393,175 


Long-Term Borrowings 


426,712 


512,972 










424,872 


Total Borrowings 


480,163 


561,118 
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Loans and receivables 

As at 31 March 2011, no loans and receivables over 364 days were outstanding (2009/10: 
£1 3.065m). 

Available-for-sale 

Available for Sale assets are carried at cost in the Balance Sheet due to the re-measurement 
in relation to fair value being immaterial, Market Value as at 31 March 2011 was £8,607 
(2009/10: £8,403). 

c. Financial instruments gains and losses 

The gains and losses recognised in the Comprehensive Income and Expenditure Statement in 
relation to financial instruments were made up as follows: 



Financial Instrument Gains and Losses 


2008/09 
£000s 

8,554 
(27,060) 


Interest and investment income 
Interest payable and similar charges 

Total 


2009/10 
£000s 

1,599 
(24,291) 


2010/11 
£000s 

1,426 
(27,137) 


(18,506) 


(22,692) 


(25,711) 



Income received in relation to the available-for-sale assets is considered to be immaterial. 

d. Financial guarantee liability 

This provides for financial guarantees that the Council enters into that are assessed as being 
likely to become due in the next financial year. There have been no new guarantees entered 
into during 2010/11. 

e. Basis of charges for capital 

The Council administers a consolidated advances and borrowing pool into which all loans 
raised by the Council are pooled. The average rate of interest charged by the pool was 4.86% 
in 2010/11 (5.17% in 2009/10). 

f. Impairment of investments 

In October 2008, Icelandic banks Landsbanki, Kaupthing and Glitnir collapsed and two UK 
subsidiaries of the banks, Heritable and Kaupthing, Singer & Friedlander went into 
administration. 

Heritable Bank is a UK registered bank under Scottish law. When the company was placed in 
administration on 7 October 2008, all monies held within Heritable Bank became subject to the 
respective administration and receivership processes. The administrators will determine the 
amounts and timing of payments to depositors such as the Council. 

On 7 October 2008, the Council had £2. 762m deposited with Heritable Bank with varying 
maturity dates and interest rates. 

The creditor progress report issued by the administrators, Ernst and Young, dated 17 April 
2009 outlined that the return to creditors was projected to be 80p in the pound by the end of 
2012. The first dividend payment of 1 6.1 3p in the pound was received in July 2009 and to date 
dividends totalling 50.1 1 p in the pound have been received. As dividend repayments continue 
to exceed the initial prediction the impairment has been based on recovering 90.00p in the 
pound by January 2013. 
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The impaired investments are included in the current assets figure in the Balance Sheet at the 
present value of the expected repayments, discounted using the investments original interest 
rate. The expected repayments have been estimated as £0.558m in 2011/12 and £0.555m in 
2012/13. In 2010/11, accrued interest of £0.076m has been credited to the Comprehensive 
Income and Expenditure Statement in relation to the impaired investment outstanding. 

Regulations 26 issued in 2009 allowed the local authorities not to charge amounts relating to 
impaired investments to the General Fund until 2010/11. The Council took advantage of this 
regulation in 2010/11, and the impairment of £0.385m was charged to the Comprehensive 
Income and Expenditure Statement. 

g. Fair Value of Assets and Liabilities carried at Amortised Cost 

Financial liabilities and financial assets are carried on the Balance Sheet at amortised cost. 
Their fair value can be assessed by calculating the present value of the cash flows that take 
place over the remaining life of the instruments, using the following assumptions: 

■ the new borrowing rates from the PWLB have been applied to provide the fair value 
of PWLB debts to ensure that the rate used to calculate fair value is a rate currently 
available from a comparable lender for the same loan; 

■ for market loans the prevailing rate of a similar instrument with a published market 
rate has been used, where this was unavailable the assumption above has been 
applied; 

■ loans from sources other than the PWLB and the market have not been assessed 
for fair value and are included in the calculation at the carrying amount. The 
amounts involved are considered to be immaterial and would have a minimal impact 
on the calculation of the fair value of the debt held; 

■ for loans receivable prevailing benchmark market rates have been used to provide 
the fair value; 

■ the fair value of trade and other receivables is taken to be the invoiced or billed 
amount; 

■ amounts relating to investments in Icelandic banks have been removed from the 
carrying amounts of total loans and receivables; and 

■ a consistent approach has been applied to assets and liabilities. 



Fair Value of Assets and Liabilities Carried at Amortised Cost 



PWLB Debt 
Non-PWLB Debt 
Total Financial 
Liabilities 

Market Loans < 1 year 
Market Loans > 1 year 
Total Financial 
Assets 


31/03/09 31/03/10 

Carrying Fair Carrying Fair 
Amount Value Amount Value 
£000s £000s £000s £000s 


31/03/11 

Carrying Fair 
Amount Value 
£000s £000s 


(364,334) 
(60,538) 


(41 1 ,843) (379,443) 
(60,031) (100,720) 


(414,242) 
(110,012) 


(440,264) (440,133) 
(120,854) (126,855) 


(424,872) 


(471,874) (480,163) 


(524,254) 


(561,118) (566,988) 


110,351 
2,817 


110,806 107,437 
3,033 13,065 


107,553 
13,095 


82,720 81 ,709 



113,168 


113,839 120,502 


120,648 


82,720 81,709 



http://www.leqislation.qov.uk/uksi/2009/321/pdfs/uksi 20090321 en.pdf 



Gateshead Council Statement of Accounts 2010/11 



64 



Part 2: Notes to the Core Financial Statements 



The fair value of the total financial liabilities is greater than the carrying amount because the 
Council's portfolio of loans includes a number of fixed rate loans where the interest rate payable is 
higher than the rates available for similar loans in the market at the balance sheet date. 

The differences between the carrying amount and the fair value of total loans and receivables 
are attributable to fixed interest instruments being held by the Council whose interest rate is 
higher than the prevailing rate estimated to be available at 31 March. This increases the fair 
value of loans and receivables. 

24. Dedicated Schools Grant 

School funding for local authorities in England is provided by a ring-fenced grant called 
Dedicated Schools Grant (DSG) from the Department for Education, whereas previously such 
support was paid as part of Revenue Support Grant. DSG meets the definition of service- 
related income and should be accounted for as part of the net cost of services under the 
Children's and Education Services heading in the Comprehensive Income and Expenditure 
Statement. 

The grant can only be applied to meet expenditure included in the Schools Budget, which 
provides for two elements. Central Expenditure - which is a restricted range of services 
provided on a council-wide basis and Individual Schools Budget (ISB) - whereby each school 
is allocated a delegated budget share. Over- and under-spends on each element are required 
to be accounted for separately. 



Details of the deployment of DSG receivable for 201 0/1 1 are as follows: 



Dedicated Schools Grant 




Central 
expenditure 
£000s 


ISB 

£000s 


Total 
£000s 


Final DSG for 2010/11 


13,110 


95,225 


108,335 


Brought forward from 2009/1 


580 





580 


Carry forward to 201 1/1 2 agreed in advance 











Agreed budgeted distribution in 2010/11 


13,690 


95,225 


108,915 


Less actual central expenditure 


13,165 





13,165 


Less actual ISB deployed to schools 





95,225 


95,225 


Less local authority contribution for 2010/1 1 











Carry forward to 2011/12 


525 





525 
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25. Employee benefits 

Benefits payable during employment 



Benefits Payable during Employment 


2008/09 




2009/10 


2010/11 


£000s 




£000s 


£000s 


322 


Central services to the public 


301 


292 




f^iiltiiral pnvirnnmpntal rpm ilatnrv and nlanninn <?pr\/inp<i 

v_y U I IU I dl , O I 1 V 1 1 \J 1 1 1 1 1 1 LCll , 1 OLJ U 1 CI LVJ 1 y Gil IVJ kJICll II III IM OCIVIOCo 




?87 


3 405 


f^hilrlrpn'c; anrl pHiination Qprvirpc; 

v_/i inuioii o di ivj c u oci L i w 1 1 oci v loco 


3 185 


3 089 


45 


Hiahwavs and transrjort services 


42 


41 


42 


Local authority housing 


39 


38 


13 


Other housing services 


12 


12 


373 


Adult social care 


349 


339 


4,627 


Employee benefits accrued within Net Cost of Services 


4,327 


4,198 


332 


Trading services 


310 


301 


4,959 


Total employee benefits accrued at the Balance Sheet date 


4,637 


4,499 



Post-employment benefits 

- Defined Contribution Plan: Teachers' Pension Scheme 

Teachers employed by the Council are members of the Teachers' Pension Scheme, 
administered by the Teachers' Pensions Agency (TPA). It provides teachers with defined 
benefits upon their retirement, and the Council contributes towards the costs by making 
contributions based on a percentage of member's pensionable salaries. The TPA uses a 
notional fund as the basis for calculating the employers' contribution rate paid by each 
authority. As such, it is not possible for the Council to identify a share of the underlying 
liabilities in the scheme attributable to its own employees. 

In 2010/11, the Council paid £9. 265m to the TPA in respect of teachers' retirement benefits, 
representing 14% of pensionable pay (the figures for 2009/10 were £9.091 m and 14.1%). In 
addition, the Council is responsible for all pension payments relating to added years it has 
awarded, together with related increases. In 2010/11, these amounted to £3.1 44m, 
representing 4.7% of pensionable pay (£3.1 61m and 4.9% in 2009/10). 

■ Defined Benefit Plan: Tyne and Wear Pension Fund 

The Tyne and Wear Pension Fund, part of the Local Government Pension Scheme, is 
administered by South Tyneside Metropolitan Borough Council. This is a funded defined 
benefit final salary scheme, meaning that the Council and employees pay contributions into the 
fund calculated at a level estimated to balance the pension liabilities with investment assets. 

In 2010/11, the Council paid £34.61 1m (£30.431 m in 2009/10) to the Pension Fund in respect 
of pension contributions, representing 16.6% of pensionable pay (16.4% in 2009/10). 

The scheme is accrued in accordance with the requirements of International Accounting 
Standard 19 Employee Benefits. IAS19 accounts for retirement benefits when they are 
committed to be given, even if the actual giving is many years into the future. IAS19 also 
includes the Council's attributable share of the fund's assets and liabilities. Further information 
on the Tyne and Wear Pension Fund can be found in their Annual Report. This is available 
upon request from South Tyneside Metropolitan Borough Council. 
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Transactions Relating to Retirement Benefits 

The Council recognises the cost of retirement benefits in the Net Cost of Services when they 
are earned by employees, rather than when the benefits are eventually paid as pensions. 
However, the charge made against council tax is based on the cash payable in the year, so the 
real cost of retirement benefits is reversed out of the General Fund via the Movement in 
Reserves Statement. The following transactions have been made in the Comprehensive 
Income and Expenditure Statement and the General Fund balance via the Movement in 
Reserves Statement during the year: 



Charges to the Comprehensive Income & Expenditure and Movement in Reserves 

Statements 




Funded 


Unfunded 




Liabilities 


Liabilities 




31/03/10 


31/03/11 


31/03/10 


31/03/11 




£m 


£m 


£m 


£m 


Comprehensive Income and Expenditure 
Statement 










Cost of Services 








Current service cost 


17.66 


26.83 








Past service cost 


0.62 


(105.12) 


1.03 


(7.15) 


Curtailment / settlement cost 





0.94 








Financing & investment income and expenditure 








Interest cost 


48.32 


51.73 


4.78 


4.29 


Expected return on assets 


(26.52) 


(43.71) 








Total post employment benefit charged to the 
(Surplus) / Deficit on Provision of Services 


40.08 


(69.33) 


5.81 


(2.86) 



Movement in Reserves Charges 




Funded Liabilities 


Unfunded Liabilities 




31/03/10 


31/03/11 


31/03/10 


31/03/11 




£m 


£m 


£m 


£m 


Movement in Reserves Statement 








Reversal of net charges made for retirement 








benefits in accordance with IAS19 


11.54 


(102.6) 


0.76 


(7.30) 


Actual amount charged against the General 
Fund balance for pension in the year 










Employer contributions payable to the scheme 


28.54 


33.32 






Retirement benefits payable to pensioners 




5.03 


4.44 



In the UK Budget statement on 22 June 2010, the Chancellor announced that, with effect from 
1 April 201 1, public service pensions would be up-rated in line with the Consumer Prices Index 
(CPI) rather than the Retail Prices Index (RPI). 



This has the effect of reducing the Council's liabilities in the Pension Fund by £11 7.58m and 
has been recognised as a negative past service cost in accordance with the guidance set 
down in UITF Abstract 48 27 , since the change is considered to be a change in benefit 
entitlement. There is no impact upon the General Fund or Housing Revenue Account. 



http://www.frc.orq.uk/asb/uitf/pub2477.html 
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Assets and Liabilities in Relation to Retirement Benefits 

Reconciliation of the present value of the scheme liabilities: 



Changes to the Present Value of the Defined Benefit Obligation during the Accounting 

Period 




Funded Liabilities 


Unfunded Liabilities 




31/03/10 


31/03/11 


31/03/10 


31/03/11 




£m 


£m 


£m 


£m 


Ooenina Dresent value 


7"VK 14 


1 01 Q ft? 
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17.66 


26.83 








Interest cost 


48.32 


51.73 


4.78 


4.29 


Contributions by scheme participants 


8.31 


8.45 






Actuarial (gains) and losses 


240.42 


(10.38) 


10.90 


0.14 


Benefits paid 


(28.65) 


(32.30) 


(5.03) 


(4.44) 


Past service costs 


0.62 


(105.12) 


1.03 


(7.15) 


Curtailments 




0.94 






Closing present value 


1,019.82 


959.97 


86.09 


78.93 



Reconciliation of fair value of the scheme assets: 



Reconciliation of the Fair Value of Fund Assets during the Accounting Period 




2008/09 


2009/10 


2010/11 




£m 


£m 


£m 


Opening fair value of fund assets 


512.94 


428.63 


597.19 


Expected return on assets 


35.89 


26.52 


43.71 


Actuarial gains and (losses) on assets 


(130.98) 


133.84 


(2.61) 


Employer contributions 


26.29 


28.54 


33.32 


Contributions by fund participants 


7.85 


8.31 


8.45 


Net benefits paid 


(23.36) 


(28.65) 


(32.30) 


Closing fair value of fund assets 


428.63 


597.19 


647.76 



The expected return on scheme assets is determined by considering the expected returns 
available on the assets underlying the current investment policy. Expected yields on fixed 
interest investments are based on gross redemption yields as at the balance sheet date. 
Expected returns on equity investments reflect long-term real rate of return experienced in the 
respective markets. The actual return on scheme assets in the year was a gain of £41. 10m 
(£1 60.36m in 2009/10). 
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The Tyne and Wear Pension Fund's assets consist of the following categories, by proportion of 
the total: 



Expected Return on Assets 





31/03/09 
Asset Rate of 
Split Return* 


31/03/10 
Asset Rate of 
Split Return* 


31/03/11 
Asset Rate of 
Split Return* 


ctjuiiy iiivtJbiiTifcjnib 


66.1% 


7.0% 


67.8% 


8.0% 


68.0% 


8.4% 


Property 


8.4% 


6.0% 


7.4% 


8.5% 


8.1% 


7.9% 


Government bonds 


10.2% 


4.0% 


9.3% 


4.5% 


7.0% 


4.4% 


Corporate bonds 


10.4% 


5.8% 


1 1 .4% 


5.5% 


1 1 .7% 


5.1% 


Cash 


0.7% 


1 .6% 


1 .3% 


0.7% 


1 .2% 


1 .5% 


Other assets** 


4.2% 


1 .6% 


2.8% 


8.0% 


4.0% 


8.4% 




100.0% 


6.2% 


100.0% 


7.3% 


100.0% 


7.6% 


* These are long term rates of return. The overall expected rate of return is a weighted average 
of the individual expected rates of return on each asset class. 


** This category includes hedge funds, currency holdings, asset allocation futures and other. 



Scheme History Gains and Losses 

The liabilities below show the underlying commitment that the Council has to pay retirement 
benefits. The total liability has a substantial impact on the net worth of the Council as recorded 
in the Balance Sheet, reducing the overall balance by £11 7.58m to £391. 14m. However, 
statutory regulations for funding the deficit mean that the financial position of the Council 
remains healthy, as the deficit on the local government scheme will be made good by 
increased contributions over the remaining working life of employees, as assessed by the 
scheme actuary: 



Reconciliation of Balance Sheet 




Value at 


Value at 


Value at 




31/03/09 


31/03/10 


31/03/11 




£m 


£m 


£m 


Funded 






Fair value of assets 


428.63 


597.19 


647.76 


Present value of funded defined benefit obligation 


733.14 


1,019.82 


959.97 


Pension liability recognised in Balance Sheet 


(304.51) 


(422.63) 


(312.21) 


Unfunded 








Net pension liability 


(74.41) 


(86.09) 


(78.93) 


Balance Sheet Liability 


(378.92) 


(508.72) 


(391.14) 



History of Asset Values, Present Value of Defined Benefit Obligation and Surplus / 

Deficit 




2006/07 


2007/08 


2008/09 


2009/10 


2010/11 




£m 


£m 


£m 


£m 


£m 


Fair value of fund assets 


541 .77 


512.94 


428.63 


597.19 


647.76 


Present value of the defined 












benefit obligation 










- Funded liabilities 


(762.45) 


(681 .95) 


(733.14) 


(1,019.82) 


(959.97) 


- Unfunded liabilities 


(75.70) 


(71.32) 


(74.41) 


(86.09) 


(78.93) 


Surplus / (Deficit) 


(296.38) 


(240.33) 


(378.92) 


(508.72) 


(391.14) 
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History of Experience Gains and Losses 

The actuarial gains / losses identified as movements on the Pensions Reserve in 2010/1 1 can 
be analysed into the following categories, measured as a percentage of assets or liabilities at 
31 March 201 1 : 



History of Experience Gains and Losses 




2006/07 


2007/08 


2008/09 


2009/10 


2010/11 


Fiinrlorl lifiKilitioQ 
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- Amount (£m) 


(3.23) 


(73.37) 


(130.98) 


133.84 


(2 61) 


- Percentage of fund assets 


(0.6%) 


14.3% 


(30.6%) 


22.4% 


(0.4%) 


Experience gains / (losses) on liabilities 








9.73 




- Amount (£m) 


(2.20) 


12.04 


(3.43) 


9.86 


- Percentage of fund assets 


(0.3%) 


1 .8% 


(0.5%) 


1 .0% 


1 .0% 


Unfunded liabilities 












Experience gains / (losses) on liabilities 












- Amount (£m) 




(0.52) 


(0.91) 


2.47 


0.59 


- Percentage of fund assets 




(0.7%) 


(1.2%) 


2.9% 


0.7% 



In accordance with IAS19, unfunded liabilities are disclosed separately for periods beginning 
on or after 6 April 2007. The history of experience gains / (losses) on liabilities shown has not 
been re-stated for periods ending in 2005, 2006 and 2007 and includes the experience relating 
to unfunded liabilities. 



Expected Future Contributions 

The expected contributions to be made to the Tyne and Wear Pension Fund by the Council for the 
accounting period to 31 March 2012 are estimated to be £30. 03m. In addition, strain on the fund 
contributions may be required. It is also expected that the Council will pay £4.42m directly to 
beneficiaries. 

Actuarial Assumptions 

Liabilities have been assessed on an actuarial basis using the projection unit method, an estimate 
of the pensions that will be payable in future years is dependent on assumptions about mortality 
rates, salary levels etc. Aon Hewitt Limited, an independent firm of actuaries, has valued the Tyne 
and Wear Pension Fund's assets and liabilities in accordance with IAS19 based upon the latest 
actuarial valuation of the fund as at 31 March 2010. 

A building block approach is employed in determining the rate of return on fund assets. Historic 
markets are studied and assets with higher volatility are assumed to generate higher returns 
consistent with widely accepted capital market principles. The assumed rate of return on each 
asset class is set out in the assumption table below. The overall expected rate of return on assets 
is then derived by aggregating the expected return for each asset class over the actual asset 
allocation for the fund at 31 March 201 1 : 
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Principal Financial and Mortality Assumptions 




Funded Liabilities 


Unfunded Liabilities 




^uuy/iu 


^U1U/1 1 


^uuy/iu 


OfM fW-i i 
^U1U/1 1 


nil Idl lUldl MooUllipilUI lo \ /o yjTsf dllllUIIIJ 










UloOUUi U I alt? 


5.5% 


5.4% 


5.5% 


5.5% 


Rata nf inflation - RPI 
ricllt; Ul lllMcUIUIl n r 1 


3.9% 


3.7% 


3.8% 


3.6% 


Rate of inflation - CPI 


N/A 


2.8% 


N/A 


2.7% 


nate ot increase to ponsions in paymont 


3.9% 


2.8% 


3.8% 


2.7% 


Rate of increase to deferred pensions 


3.9% 


2.8% 


N/A 


N/A 


Rate of increase in salaries 


5.4% 


5.2% 


N/A 


N/A 


Take-up of option to convert annual pension 
into retirement lump sum (pre 1 April 2008) 


50% 


50% 


N/A 


N/A 


Take-up of option to convert annual pension 
into retirement lump sum (post 31 March 2008) 


75% 


75% 


N/A 


N/A 


Mortality Assumptions 










Longevity at 65 for current pensioners: 










Men 


20.0 


21.5 


20 


21.5 


Women 


22.9 


23.7 


22.9 


23.7 


Longevity at 65 for future pensioners (currently 
aged 45): 










Men 


22.2 


23.3 


N/A 


N/A 


Women 


25.1 


25.6 


N/A 


N/A 



26. Debtors 

These amounts represent sums due from a number of sources, such as other local authorities and 
government departments. It may also include payments in advance, such as invoices spanning 
financial periods: 



Debtors 


31/03/09 




31/03/10 


31/03/11 


£000s 




£000s 


£000s 


Less 


More 




Less 


More 


Less 


More 


than 


than 




than 


than 


than 


than 


1 year 


1 year 




1 year 


1 year 


1 year 


1 year 


22,066 





Central government bodies 


12,776 





1 1 ,354 





7,616 





Other local authorities 


1,839 





4,324 











NHS bodies 








2,605 





2,528 





Other public bodies 


5,761 





555 





22,693 


1,752 


Bodies external to government 


27,403 


2,722 


24,131 


1,165 


54,903 


1,752 




47,779 


2,722 


42,969 


1,165 



The debtors' balance represents the amount due to the Council from customers or grants 
outstanding from funding bodies. 



A bad debt provision of £5.489m is held on the Balance Sheet to provide against the risk of 
default on debt outstanding from trade, or non-government, debtors (2009/10: £5.501 m). 
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27. Cash and cash equivalents 

The balance of cash and cash equivalents is made up of the following elements: 



Cash and Cash Equivalents 


31/03/09 




31/03/10 


31/03/11 


£000s 




£000s 


£000s 


4,010 


Cash held by officers 


401 


523 


(20,036) 


Bank current accounts 


(32) 


(385) 





Short-term deposits with building societies 


7,209 


4,577 


(16,026) 


Total cash and cash equivalents 


7,578 


4,715 



28. Creditors 

These amounts represent sums owed to a number of sources, such as other local authorities 
and government departments. It may also include income received in advance, such as council 
tax relating to 2011/12: 



Creditors 


31 March 2009 




31 March 2010 


31 March 2011 


£000s 




£000s 


£000s 


Less 


More 




Less 


More 


Less 


More 


than 


than 




than 


than 


than 


than 


1 year 


1 year 




1 year 


1 year 


1 year 


1 year 


(8,113) 





Central government bodies 


(9,324) 





(10,711) 





(8,241) 





Other local authorities 


(7,016) 





(3,566) 











NHS bodies 








(1,508) 











Other public bodies 








(10,597) 





(43,016) 


(47,581) 


Bodies external to government 


(74,094) 


(46,989) 


(52,849) 


(44,759) 


(59,370) 


(47,581) 




(90,434) 


(46,989) 


(79,231) 


(44,759) 






Other long-term liabilities: 













(378,914) 


Pension liability 





(508,691) 





(391,118) 
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29. Provisions, contingent liabilities and contingent assets 
Provisions 



Provisions (Long- and Short-Term) 



Balance 


Balance 










Balance 


at 


at 










at 


31/03/09 
£000s 


31/03/10 
£000s 




Receipts 
£000s 


Payments 
£000s 


Reversals 
£000s 


31/03/11 
£000s 


(3,974) 


(4,191) 


Insurance 








118 


(4,073) 


(1,717) 





Job evaluation 














U 


U 


Workforce management 


(1 U,UUU) 


U 


U 


(10,000) 


(595) 


(418) 


Improvement contracts 











(418) 


(165) 


(61) 


Sundry 





11 





(50) 


(277) 





LES remedial works 

















(12,639) 


Equal Pay General Fund 





3,097 





(9,542) 





(1,267) 


Equal Pay Schools 





163 





(1,104) 





(536) 


Equal Pay HRA 





12 





(524) 


(6,728) 


(19,112) 


Total Provisions 


(10,000) 


3,283 


118 


(25,711) 



Contingent Liabilities 

Dilapidation costs for Team Valley Business Centre 

Economic Development vacated Team Valley Business Centre in February. The Council's 
Property Services are in negotiations with English Partnerships. 

Equal Pay Claims 

The Council has settled a number of equal pay claims during 2010/1 1 . A significant number of 
claims remain outstanding and it likely that the Council will receive more in the near future. 
Assuming any new claims are similar to the existing claims they too will be settled, however, 
precise figures cannot be given at this stage but any new claims will be limited to a period from 
2006 to 2009. 

Lands Tribunals at Mill Road 

To ensure delivery of development at Gateshead Quays, a compulsory purchase order (CPO) 
was made in respect of land at Mill Road. 

The CPO process provided the owners with the opportunity to challenge the Council's 
valuations. Any owner may apply to Lands Tribunal up to six years from the date at which 
properties vested with the Council, to claim additional compensation i.e. to challenge the 
Council's value of their land. The claim was made in June 2008 for £3. 9m; however the 
Council's valuation is £0.1 1 0m. The case is due to be heard in September 201 1 . 

The Council has a contingent liability arising from this purchase as the cost of this liability 
remains uncertain. 

Neighbourhood Nurseries 

The Council has a potential legal liability relating to clawback provisions within the European 
Regional Development Fund and Big Lottery Fund grant conditions in respect of capital 
invested in four Neighbourhood Nurseries. Clawback will only be triggered if they fail to agree 
that a new provider/s is still fulfilling the terms of the grant or if that provider/s fails and a 
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replacement cannot be found. This particular element subsists until 2025. A final picture will 
not be known until September 201 1 . 

Repairs and Maintenance Contracts 

Under agreements associated with the repairs and maintenance contracts between the 
Council and Morrisons Facilities Services Ltd, there are potential pension liabilities which 
would revert back to the Council should the contracts return in-house. The Council entered into 
pension admission agreements under which it could be liable to the Tyne and Wear Pension 
Fund to fund deficiencies in the funding of pension benefits. The potential costs associated 
with this liability are currently unknown. 

Schools PFI Contract 

The Council has a potential legal liability relating to contractual provisions within the schools 
PFI contract. There are liabilities relating to changes prior to staff transfer (from the Council to 
the contractor) and relating to pension liabilities. The issues are subject to ongoing 
negotiations and as such the costs are as yet unknown. 

Sunderland Road CPO Unsettled Compensation Claims 

The Council approved a strategy to regenerate Sunderland Road in 2002 in response to 
deteriorating living conditions in the area and a significant decline in the housing market. A key 
component of the strategy was the acquisition and clearance of properties to the north of 
Sunderland Road and redevelopment of the land for housing. Funding to meet the cost of 
acquiring and demolishing properties in this area was secured from Bridging 
NewcastleGateshead (BNG), the Housing Market Renewal Pathfinder. To ensure delivery of 
the strategy, a compulsory purchase order (CPO) was made in support of the proposal. 

The CPO process provided owners with the opportunity to challenge the Council's valuations. 
Any owner may apply to Lands Tribunal up to six years from the date at which properties 
vested with the Council, to claim additional compensation i.e. to challenge the value of their 
property. The timing of the claim could be anytime within this period, and the value unknown. 
In addition, interest accrues from the date of vesting with the Council. 

The cases where home owners took their cases to the Lands Tribunal have been settled in 
201 0/1 1 and negotiations will take place with owners which did not take their case to the Lands 
Tribunal in 201 1/12 to settle the remaining cases. 

Wardley Colliery 

The Council are in discussions with the owners of Wardley Colliery over the possible 
redevelopment of the site for housing. If these negotiations are unsuccessful local councillors 
may serve a S215 Notice under the provisions of the Town and Country Planning Act 1990 in 
order to improve the amenity of the area. The works have not been formally costed but the 
known presence of asbestos on the site will mean demolition and the removal of the waste will 
have to be carried out in an approved manner which will increase costs substantially, the cost 
is estimated at £0.08m. 



30. Amenity and trust funds 

The Council administers funds relating to specific services: 

■ Social Services Amenity Funds are varied in nature and relate principally to sums held 
on behalf of Social Services clients and legacies left by individual inhabitants over a 
period of years; 

■ Children & Families Funds are varied in nature and relate principally to sums held on 
behalf of Children & Families clients; 
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■ Shipley Gallery Charity Fund used to contribute to the care and development of the 
Gallery's collection; and 

■ Blind Welfare Trust Fund used to purchase equipment to aid persons with visual 
impairments. 

The funds do not represent assets of the Council and are not included in the Balance Sheet, 
and are summarised below: 



Amenity and Trust 


Funds 


Balance at 








Balance at 


31/03/10 


Fund 


Receipts 


Payments 


31/03/11 


£000s 




£000s 


£000s 


£000s 












26 


Social Services Amenity Fund 


5 


5 


26 


176 


Children & Families 


33 


20 


189 


14 


Shipley Gallery Charity 








14 


26 


Blind Welfare Trust Fund 








26 


64 


Other 


1 


1 


64 


306 


Total Trust Funds 


39 


26 


319 



31 . Events after the Balance Sheet date 

No events after the Balance Sheet date have been noted. 



32. Back pay arising from equal pay claims 

The Council has received a number of legal claims from previous and current employees 
relating to equal pay. A capitalisation direction has been received to enable the Council to 
spread the potential cost of these claims over a number of years. 

The Council has used statutory powers 28 which gives discretion not to charge to revenue the 
impact of equal claims until such time as they become payable. The Equal Pay Back Pay 
Account is used to hold the amounts which have been deferred from being charged to the 
General Fund, after using the capitalisation direction, under the powers. 

No changes have been made to the account in 201 0/1 1 . 



Local Authorities (Capital Finance and Accounting) (Amendment) (England) Regulations 2007 (SI 2007 No 573) Regulation 30A 



Gateshead Council Statement of Accounts 2010/11 



75 



Part 3: Supplementary Financial Statements 



Part 3: Supplementary 
Financial Statements 

Comprising: 

■ Housing Revenue Account 

HRA Income and Expenditure Statement 
Movement on the HRA Statement 
Notes to the HRA 

■ Collection Fund 

Collection Fund Statement 

Notes to the Collection Fund Statement 
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Housing Revenue Account 

HRA Income and Expenditure Statement 



A A A A i-4 A 

2009/1 
£000s 




201 0/1 1 
£000s 


Note 




Expenditure 






18,544 


Repairs and maintenance 


16,790 




17,596 


Supervision and management 


17,211 




5,220 


Special services 


5,435 




2,009 


Rents, rates, taxes and other charges 


2,359 







Negative HRA subsidy payable 


6,733 


11 


21,171 


Depreciation on non-current assets 


13,636 


8 


68,363 


Impairment of non-current assets 


318,110 


9 


334 


Debt management charges 


341 




363 


Increased provision for bad or doubtful debts 


255 


13 


133,600 




380,870 






Income 






(62,163) 


Dwelling rents (gross) 


(63,167) 


16 


(1,193) 


Non-dwelling rents (gross) 


(1,174) 




(2,197) 


Charges for services and facilities 


(2,310) 




(535) 


Leaseholders charges for services and facilities 


(526) 




(2,276) 


Contributions towards expenditure 


(1,036) 




/ A A A A \ 

(14,644) 


HRA subsidy receivable 


(282) 


1 1 


(83,008) 




(68,495) 




tin RQO 


Net Cost of HRA Services, as included in the Council's 
uomprenensive income ana expenditure oiaiemeni 








HRA share of the operating income and expenditure 
included in the Council's Comprehensive Income and 
Expenditure Statement: 






(822) 


(Gain) or loss on sale of HRA non-current assets 


(503) 




14,694 


Interest payable and similar charges 


15,767 




(294) 


HRA Interest and investment income 


(165) 




64,170 


(Surplus) or deficit for the year on HRA services 


327,474 





Gateshead Council Statement of Accounts 2010/11 



77 



Part 3: Movement on the Housing Revenue Account Statement 



Movement on the HRA Statement 

This statement shows how the HRA Income and Expenditure Statement surplus or deficit for 
the year reconciles to the movement on the Housing Revenue Account balance for the year: 



2009/10 
£000s 

(18,191) 


Balance on the HRA at the end of the previous reporting 
period 


2010/11 
£000s 

(16,854) 


64,170 


(Surplus) or deficit for the year on the HRA Income and 
Expenditure Statement 


327,474 


(62,833) 


Adjustments between accounting basis and funding basis under 
regulations 


(326,947) 


1,337 


Net increase or decrease before transfers to or from reserves 


527 








1,337 


(Increase) or decrease in year on the HRA 


527 








(16,854) 


Balance on the HRA at the end of the current reporting 
period 


(16,327) 
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Notes to the HRA 

1 . Net additional amount required by statute to be debited or (credited) to the HRA 
balance for the year 



Net Additional Amount Required by Statute to be Debited or (Credited) to the HRA 

Balance for the Year 


2009/10 
£000s 


Adjustments between accounting basis and funding basis 
under regulations: 


2010/11 
£000s 






1,317 


Difference between interest payable and similar charges including 
amortisation of premiums and discounts determined in accordance 
with the Code and those determined in accordance with statute 


1,126 


(69,438) 


Difference between any other item of income and expenditure 
determined in accordance with the Code and determined in 
accordance with statutory HRA requirements 


(318,320) 


822 


Gain or loss on sale of HRA non-current assets 


503 


244 


HRA share of contributions to or from the Pensions Reserve 


69 


306 


Capital expenditure funded by the HRA 


53 


3,916 


Transfer to/from the Major Repairs Reserve 

Net additional amount to be debited or (credited) to the HRA 

balance for the year 


(10,378) 


(62,833) 


(326,947) 



2. Housing stock & Balance Sheet valuation 

The number of council dwellings by type during 201 0/1 1 was as follows: 



Housing Stock & Balance Sheet Valuation 


01/04/10 


Stock numbers: 


31/03/11 


1 1 ,950 


Houses 


11,900 


6,260 


Flats 


5,980 


3,098 


Bungalows 


3,104 


21,308 




20,984 








£000s 


Values: 


£000s 


1 ,028,999 


Property, plant & equipment - Council dwellings 


733,554 


4,228 


Property, plant & equipment - other land & buildings 


4,827 


141 


Property, plant & equipment - vehicles & equipment 


85 


443 


Property, plant & equipment - surplus 


443 


180 


Assets held for sale 


180 


1,033,991 


Total value of land, houses & other property in the HRA 


739,089 



3. Vacant possession value 

The Balance Sheet value is calculated based on rents receivable from existing tenants. 
These rents are lower than would be available on the open market. The Vacant possession 
value of the HRA dwellings at 1 April 2010 was £2,01 9m (£2,059m at 1 April 2009).The 
difference between the two values reflects the economic cost of providing social housing at 
less than market value. 
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4. Major Repairs Reserve 

The movement on the Council's Major Repairs Reserve (MRR) was as follows: 



Major Repairs Reserve 


2009/10 
£000s 




2010/11 
£000s 


(2,616) 


Balance on the Major Repairs Reserve as at 1 April 





(25,087) 


Amounts transferred to the Major Repairs Reserve during the 
financial year 


(13,636) 





Amounts transferred from the Major Repairs Reserve during the 
financial year 


10,378 


27,703 


Debits to the Major Repairs Reserve during the financial year in 
respect of capital expenditure on the land, houses & other 
property within the HRA 


3,258 





Balance on the Major Repairs Reserve as at 31 March 






5. Housing Repairs Account 

The Council does not operate a ring-fenced Housing Repairs Account. 



6. Capital expenditure 

The total HRA capital expenditure in 2010/1 1 was as follows: 



Capital Expenditure 


2009/10 




2010/11 


£000s 


Expenditure: 


£000s 


72,121 


Dwellings 


37,061 


9 


Other property 


5,728 


24 


Vehicles, plant and equipment 


1 


587 


Revenue expenditure funded from capital under statute 


213 


72,741 


Total Capital Expenditure 


43,003 




Funded by: 




(44,722) 


Borrowing 


(36,744) 


(9) 


Capital Receipts Reserve 





(306) 


Revenue contributions 


(53) 





Capital grants 


(2,948) 


(27,704) 


Major Repairs Reserve 


(3,258) 


(72,741) 


Total Funding 


(43,003) 
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7. Capital receipts during the financial year 

During 201 0/1 1 , the total receipts from disposal of HRA assets by type were: - 



Capital Receipts during the Financial Year 


2009/10 




2010/11 


£000s 




£000s 


(700) 


Land 





(746) 


Dwellings 


(1,453) 





Other property 





(1,446) 


Total Receipts 


(1,453) 



8. Depreciation 

The Council's policy is to depreciate HRA assets over 50 years based on their actual value. 
Land is not depreciated as it has an infinite life. The total depreciation charges were as 
follows: 



Depreciation 


2009/10 




2010/11 


£000s 




£000s 


21,000 


Operational assets - dwellings 


13,446 


113 


Operational assets - other land & buildings 


126 


58 


Non-operational assets 


64 


21,171 


Total 


13,636 



9. Impairment charges 

The Council values its Council dwellings every year using the 'existing use value - social 
housing' basis and applies a specified adjustment factor as part of this process. There has 
been a material change in the adjustment factor applied to the valuation of Council dwellings, 
falling from 51% to 37% of net book value for the North East of England, which has resulted 
in a £31 8m impairment of Council dwellings during 201 0/1 1 : 



Impairment Charges 


2009/10 




2010/11 


£000s 




£000s 


68,303 


Operational assets - dwellings 


318,110 


60 


Operational assets - other land & buildings 





68,363 


Total 


318,110 
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10. Revenue expenditure funded from capital under statute attributable to the HRA 

Charges calculated in accordance with proper practices in respect of revenue expenditure 
funded from capital under statute totalling £0.21 2m in 2010/11 in respect of HRA assets as 
detailed below: 



Revenue Expenditure Funded from Capital under Statute 
Attributable to the HRA 


2009/10 




2010/11 


£000s 




£000s 


484 


Home loss payments 


188 


94 


Demolition works 


24 


9 


Disabled access works 




587 


Total 


212 



11. HRA subsidy 

The HRA subsidy for the financial year can be broken down as follows: 



HRA Subsidy 


2009/10 




2010/11 


£000s 




£000s 


(34,727) 


Allowance for management & maintenance 


(35,679) 


(25,087) 


Allowance for major repairs 


(3,259) 


(17,284) 


Charges for capital 


(18,023) 


(77,098) 




(56,961) 


62,082 


Assumed rent income 


63,694 


1 


Interest on receipts 





(15,015) 




6,733 


371 


Adjustments (previous years) 


(282) 


(14,644) 


Total (receivable) / payable 


6,451 



12. HRA share of contributions to/from the Pensions Reserve 

Council employees are eligible to join the Local Government Pension Scheme (Tyne and 
Wear Pension Fund) and so are eligible for retirement benefit. This includes employees 
accounted for within the HRA. The benefits will not actually be paid until the employee retires 
but the requirements of International Accounting Standard 19 ( IAS19) - Employee Benefits, 
call for the commitment to make these payments in the future to be disclosed within the HRA. 
The actuary's assessment of the commitment relating to employees accounted for within the 
HRA is included within the supervision and management line of the HRA Income and 
Expenditure Statement. 

Regulation 30 of the Local Authorities (Capital Financing and Accounting) (England) 
Regulations 2003 requires revenue accounts (including the HRA) to be charged with the cost 
of retirement benefits on the basis of the payments and contributions required by legislation. 
The actuary's assessment of the reduction in current service cost below the cash cost is 
£0.069m and has been reversed in the Movement on the Housing Revenue Account Balance 
Statement through a contribution from the Pensions Reserve. This transfer ensures that the 
Council complies with Regulation 30. 
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13. Rent arrears 

The amount of rent arrears at 31 March 201 1 was £4.753m (£5.053m at 31 March 2010).The 
aggregate Balance Sheet provision in respect of uncollectable debts at 31 March 2011 is 
£3.253m (£3. 375m at 31 March 2010). Movement during the year relates to write-offs of 
uncollectable rent of £0.378m and an increase in provision of £0.255m to ensure the 
provision reflects the estimated doubtful debt based on an age profile of value of rent arrears. 

14. Sums directed by the Secretary of State to be debited or credited to the HRA 

There were no such items affecting the HRA in 201 0/1 1 . 

15. Exceptional items and prior year adjustments 

Exceptional items for 2010/11 not disclosed separately on the face of the HRA Income and 
Expenditure Statement were as follows: 

■ Item 1 : Impairment charges with regard to downward revaluations of the housing stock 
as per Note 9. 

■ Item 2: Voluntary redundancy costs in respect of the Gateshead Housing Company 
totalled £0.728m. 

16. Rent 

The gross rent for dwellings is the total rent due for the year after allowance is made for voids 
(vacant properties) and redecoration. During the year 1.3% of the lettable properties were 
vacant (1.4% in 2009/10). Average rents were £60.39 per week in 2010/11, an average 
increase of 2.48% on the previous year. 

17. Rent Rebate 

The Local Government Act 2003 transferred responsibility for administering rent rebates from 
the HRA to the General Fund from 1 April 2004. This brings together accounting for rent 
rebates and rent allowances within the General Fund. Rent rebates are available for those on 
low incomes. Some 66% of the Council's tenants receive some help with the cost of rent. 

18. The Gateshead Housing Company 

The Council's housing stock is managed and maintained by the Gateshead Housing 
Company. The HRA includes management fee payments to the company of £32. 273m in 
201 0/1 1 (£34.1 82m in 2009/1 0) and is broken down as follows: 



The Gateshead Housing Company 


2009/10 




2010/11 


£000s 




£000s 


18,420 


Repairs and maintenance 


16,722 


13,096 


Supervision and management 


12,661 


2,079 


Special services 


1,977 


587 


Rents, rates, taxes & other charges 


913 


34,182 


Total management fee 


32,273 
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Collection Fund Statement 

The Collection Fund is an agent's statement that reflects the statutory obligation for billing 
authorities to maintain a separate Collection Fund. The statement shows the transactions of 
the billing authority in relation to the collection from taxpayers and distribution to the Council, 
Northumbria Police Authority, the Tyne & Wear Fire and Rescue Authority and the 
government of council tax and non-domestic rates. 



2009/10 
£000s 




2010/11 
£000s 




Amounts required by statute to be credited to the 






Collection Fund 




(72,022) 


Income from council tax 


(73,256) 


(21,491) 


Council tax benefit transferred from the General Fund 


(22,284) 


(75,534) 


Income collectable from business ratepayers 


(79,727) 


(169,047) 


Total Income 


(175,267) 




AmmmtQ romiiroH h\/ ctzitiito to ho HoHitoH to tho 
rAIIIUUIIlo 1 CTIJUII cru Uy OldlUlt? IU kit? vICUIlCu IKJ IMC 

Collection Fund 






PreceDts and demands - 




83 639 


- Gateshead MBC (includina a Darish councih 


85 361 


4,802 


- Northumbria Police Authority 
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4,949 


4,281 


- Tyne and Wear Fire and Rescue Authority 


4,327 




Surplus transfers: 




1,500 


- Gateshead MBC (including a parish council) transfer 


1,400 


86 


- Northumbria Police Authority transfer 


82 


79 


- Tyne and Wear Fire and Rescue Authority transfer 


73 




Business rates: 




75,043 


- payments to national pool 


79,440 


291 


- costs of collection 


287 




Impairment of debts/appeals: 




(382) 


- write-offs of uncollectable amounts 


(593) 


582 


- allowance for impairment 


593 


170,491 


Total expenditure 


175,919 








874 


Movement on fund balance during the year 


652 



Notes 



(1,018) 


Brought Forward Balance 


(144) 




(144) 


Balance Carried Forward 


508 


3 
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Notes to the Collection Fund Statement 

1. National Non-Domestic Rates (NNDR) 

The government specifies an amount and, subject to the effects of small property relief and 
transitionary arrangements, local businesses pay rates calculated by multiplying their rateable 
value by this amount. The Council is responsible for collecting rates due from the ratepayers in 
its areas but pays the proceeds into an NNDR pool administered by the government. The 
government redistributes the sums paid into the pool back to local authorities' general funds on 
the basis of a fixed amount per head of population. 



NNDR Values 


2009/10 

48.5p 
*£21 1 .295m 


Rate in the pound 

Total non-domestic rateable value 


2010/11 

41 .4p 
£21 4.840m 



* Revised due to a reassessment of rateable values in 2010/1 1 . 



2. Council Tax 

Council tax income derives from charges raised according to the value of residential 
properties, which have been classified into eight valuation bands estimated at 1 April 1991 
values for this specific purpose. Individual charges are calculated by estimating the amount of 
income required to be taken from the Collection Fund by the Council and preceptors for the 
forthcoming year and dividing this by the council tax base (the total number of properties in 
each band adjusted by a proportion to convert the number to a band D equivalent and further 
adjusted for discounts). The table below shows the calculation of the council tax base: 



Coun cil Tax Bandings 



Proportion Number of Band D 



Valuation as at 
1 April 1991 


of band D 

charge 29 


properties 


equivalent 
properties 






2009/10 


2010/11 


2009/10 


2010/11 


Band A - Up to £40,000 (disabled 
reductions) 


5 / 





152 





85 


Band A - Up to £40,000 


% 


47,899 


47,759 


31,917 


31,839 


Band B - £40,001 to £52,000 




10,100 


10,194 


7,856 


7,929 


Band C - £52,001 to £68,000 


8 / 


12,993 


12,985 


1 1 ,549 


1 1 ,542 


Band D - £68,001 to £88,000 


9 / 


4,823 


4,824 


4,823 


4,824 


Band E - £88,001 to £120,000 


11 / 
19 


1,939 


1,946 


2,370 


2,378 


Band F - £1 20,001 to £1 60,000 


13/ 
'9 


705 


709 


1,018 


1,024 


Band G - £160,001 to £320,000 


15/ 
19 


327 


331 


545 


552 


Band H - Over £320,000 


18/ 
19 


12 


11 


24 


22 




78,798 


78,911 


60,102 


60,195 



Band D Council Tax 






Council tax for a band D property 


2009/10 

£1,570.10 


2010/11 

£1,600.04 



Council tax charges are calculated as proportions of band D 

This column illustrates the weighted average number of properties in the borough 
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3. Agency relationship with preceptors 

Council tax income is collected on behalf of the preceptors as well as the billing authority (the 
Council). This is known as an agency relationship, although it does not impact on the 
Collection Fund. It does, however, change the way that the Council must account for council 
tax and NNDR within the General Fund. 

As the Collection Fund comprises income owed to the preceptors at the year-end, their 
respective balance sheets must reflect this (with the creation of debtors within the Council's 
Balance Sheet): 



Analysis of Closing Collection Fund Balances by Preceptor 


2009/10 




2010/11 


£000s 


Closing balance: 


£000s 


(130) 


Gateshead Council 


458 


(7) 


Northumbria Police Authority 


27 


(7) 


Tyne and Wear Fire and Rescue Authority 


23 


(144) 




508 



The amount due to the Council is shown on the Balance Sheet in the Collection Fund 
Adjustment Account. It represents the Council's share of the surplus / deficit within the 
Collection Fund held by the Council as billing authority on behalf of itself and the preceptors. 

A number of other adjustments are also necessary within the Balance Sheet and Cash Flow 
Statement to correctly account for any agency transactions (such as arrears, bad debt 
provisions, overpayments and prepayments). 
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Appendix 1 : Summary of 
Changes in 2010/11 

Changes from the SORP 31 2009 

The SORP formed the mandatory basis for local government accounts preparation for many 
years, and was based on UK regulations and financial reporting standards, adapted or 
interpreted for the public sector. Due to the government's move to international financial 
reporting standards (IFRSs), the SORP has now been replaced by the Code of Practice on 
Local Authority Accounting in the United Kingdom 2010/1 1 Based on International Financial 
Reporting Standards. While the same laws and regulations still apply, UK financial reporting 
standards have been superseded with international ones, which have introduced a significant 
number of changes to the format and content of the statements. The main changes which 
apply to the local authorities are as follows: 

Recognition and measurement 

The Code introduces different criteria for recognition and basis of measurement for some 
elements of the financial statements. 

Grants and contributions 

The Code requires grants and contributions relating to capital expenditure to be credited to 
the Comprehensive Income and Expenditure Statement once any condition(s) of the grant 
has been satisfied. The SORP 2009 treated the grant and contributions as deferred income, 
credited to the Income and Expenditure Account over the useful life of the relevant asset. 

The impact of these changes on the financial statements is very significant. The key changes 
are as follows: 

■ The removal of the Government Grants Deferred Account has led to £238m in 
outstanding liabilities being removed from the Balance Sheet (with a balancing 
adjustment to the Capital Adjustment Account); 

■ A Capital Grants Unapplied reserve has been created to hold any grants unspent at the 
Balance Sheet date (£1 1 .2m at 31 March 2009 and £29.8m at 31 March 2010); 

■ Where capital grants remain with unsatisfied conditions, these will be treated as long- 
term liabilities on the Balance Sheet; 

■ Within the Comprehensive Income and Expenditure Statement, a credit of £23. 6m has 
been made to account for capital grant receipts in 2009/10. A credit of £38.6m has been 
made to adjust for the removal of the Government Grants Deferred Account, along with 
debits totalling £16.1m made to Service lines within Net Cost of Services (net £22. 6m 
credit); and 

■ All adjustments above have been taken through the new Movement in Reserves 
Statement wherever necessary. 

Donated Assets Account 

The Code requires a Donated Assets Account to be used in relation to donated assets 
transferred to the Council, where conditions of the transfer have not been met. The SORP 
2009 treated donated assets as deferred income credited to the Government Grants 



CIPFA's Code of Practice on Local Authority Accounting in the United Kingdom 2009: A Statement of Recommended Practice 
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Deferred Account and charged to the Income and Expenditure Account over the useful life of 
the relevant asset. 

Explanatory foreword 

The recommended topics include some topics not included in SORP 2009. These are 
significant provisions, contingencies and write-offs; material events after the balance sheet 
date; and an explanation of the impact of the current economic climate on the Council. The 
latter topic was recommended in LAAP Bulletin 81 32 . 

In addition, a recommended topic regarding changes of accounting policy has been 
expanded to include, in 2010/1 1, the transition to an IFRS-based accounting basis. 

Prior period errors 

The SORP 2009 requires authorities to correct prior period errors where the errors are 
fundamental. A fundamental error is one that is of such significance as to invalidate the 
financial statements. A fundamental error is an order of magnitude greater than a material 
error. The Code, in line with IAS 8 33 and IPSAS 3 34 , requires restatement for material errors, 
which may lead to restatements being required more frequently. 

Future changes to accounting 

The Code requires disclosure of future changes to accounting policies that is not required by 
the SORP. 

New statements 

The Code introduces the Movement in Reserves Statement. This statement, along with any 
related notes, replaces the Statement of Movement on the General Fund balance and the 
note on the movement in reserves. 

The Code introduces the Comprehensive Income and Expenditure Statement, which 
replaces the Income and Expenditure Account and the Statement of Total Recognised Gains 
and Losses. 

The format of the Balance Sheet and the Cash Flow Statement are different under the Code 
than under the SORP. 

The Council has changed the presentation of the Cash Flow Statement in 2010/11. 
Previously, the direct method was used; this has now been amended to the indirect method. 
While not an IFRS change, this method brings the Council's Cash Flow Statement in line with 
Whole of Government Accounts reporting requirements. 

Cash and cash equivalents 

The Code requires 'cash and cash equivalents' to be presented in the Balance Sheet and 
reported as cash flows in the Cash Flow Statement. The SORP (following FRS 1 35 Cash 
Flow Statements) did not use the concept of cash equivalents and required the movement of 
cash (cash in hand and deposits repayable on demand, less overdrafts) to be reported in the 
Cash Flow Statement. 



Transitional Balance Sheet arrangements 



See http://www.cipfa.orq.uk/pt/download/laap81 .pdf 

See http://www.ifrs.org/IFRSs/IFRS+technical+sumrTiaries/IFRS+sumiTiaries.htm for a summary of IFRSs 

See http://www.ifac.org/PublicSector/ for further information on the International Public Sector Accounting Standards Board 

See http://www.frc.org.uk/asb/technical/standards.cfm 
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The Code requires an authority to present a Balance Sheet as at the beginning of the earliest 
comparative period (i.e. a third Balance Sheet) when it applies an accounting policy 
retrospectively or makes a retrospective restatement of items in its financial statements, or 
when it reclassifies items in its financial statements. The SORP did not include this 
requirement. 

Notes changes 

The Code has different requirements to the SORP in relation to the notes to the financial 
statements; these include the disclosure of key sources of estimation uncertainty and 
significant judgements in applying accounting policies. 

Segmental reporting 

The Code introduces segment reporting, which requires a subjective analysis to be included 
in the notes. 

Extraordinary expenditure 

The Code does not permit authorities to present any items of income or expenditure as 
'extraordinary'. 

Housing Revenue Account 

The format of the HRA statements has changed to match the introduction of the Movement in 
Reserves Statement and Comprehensive Income and Expenditure Statement elsewhere in 
the Code. 

There are no other explicit changes to the presentation and disclosure requirements for the 
HRA. However changes elsewhere in the Code may require transactions to be accounted for 
or presented differently. 

Related parties 

The Code does not deem certain parties as related parties, i.e. providers of finance in the 
course of their normal business in that regard and trade unions; in the course of their normal 
dealings with an authority by virtue only of those dealings, and an entity with which the 
relationship is solely that of an agency. 

Property, plant and equipment 

The Code uses the same recognition criteria for subsequent expenditure as initial 
expenditure with regard to capitalisation. The SORP has separate criteria for enhancement 
expenditure, i.e. expenditure can be capitalised where the expenditure 'extends the 
economic life of the asset', which is not a requirement of the Code. However, it is not 
expected that this will result in different accounting treatments. 

The SORP required the separate recognition of two or more significant components of an 
asset for depreciation purposes (i.e. as if each component was a separate asset in its own 
right) where the useful life is substantially different. However, this section of the Code has a 
greater emphasis in this area and defines significant in the context of 'the cost that is 
significant in relation to the total cost of the asset'. 

The Code requires that, where a component is replaced or restored, the carrying amount of 
the old component is derecognised to avoid double counting and the new component 
reflected in the carrying amount, subject to the Code's recognition principles being met. This 
includes the derecognition of parts of an asset not previously recognised as a separate 
component. 
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The Code requires residual values to be based on current prices at the Balance Sheet. The 
SORP defines residual values as being based on prices prevailing at the date of the 
acquisition (or revaluation) of the asset and which do not take account of expected future 
price changes. 

Renewals accounting is not permitted under the Code. 

Under the Code there is a clear distinction between an impairment loss and revaluation loss. 
Under the SORP this was not explicit. 

The Code requires a revaluation decrease charged to the Surplus or Deficit on the Provision 
of Services to be reversed where there is a subsequent revaluation gain on the same asset. 
Under the SORP the reversal of a revaluation decrease (i.e. fall in prices not specific to an 
asset) was conditional on the events that resulted in the decrease and the subsequent gain 
being linked. 

The financial statements have been amended for both 2008/09 and 2009/10 to adjust for 
required changes under the Code: 

■ Assets have been moved between Property, Plant and Equipment, Investment Property 
and Assets Held for Sale, with net reductions in the value of non-current assets of 
£4.4m in 2008/09 and £17.7m in 2009/10 (for this latter adjustment, the amount is 
required to go through the Other Comprehensive Income and Expenditure subtotal line 
of the Comprehensive Income and Expenditure Statement) 

■ All adjustments above have been taken through the new Movement in Reserves 
Statement wherever necessary 

Leases 

The Code requires the land and buildings elements of a lease of land and buildings to be 
classified and accounted for separately. This requirement did not exist in the SORP, and a 
lease of land and buildings was classified and accounted for as a single lease. 

One of the factors that indicate a lease is a finance lease is if 'the present value of the 
minimum lease payments amounts to at least substantially all of the fair value of the leased 
asset'. Under the SORP, 'substantially all' was quantified as 'normally 90% or more'. This 
quantitative test does not apply under the Code, and authorities will need to use professional 
judgement when assessing 'substantially all'. 

Under the Code, finance income shall be calculated so as to produce a constant periodic rate 
of return on the net investment. Under the SORP, the finance income was calculated so as to 
give a constant periodic rate of return on the net cash investment. This difference in 
treatment may lead to income being recognised in different periods. 

The Code requires initial direct costs to be added to the carrying amount of the asset in some 
circumstances. This was not covered by the SORP, but was a permissible (rather than 
required) treatment under SSAP 21 Accounting for Leases and Hire Purchase Contracts 36 . 

The Code specifies the accounting treatment for sale and leaseback transactions. The 
accounting treatment was not covered by the SORP, but was set out in SSAP 21. The 
requirements of the Code are consistent with those of SSAP 21 . 



http://www.frc.ora.uk/asb/technical/standards.cfm 



Gateshead Council Statement of Accounts 2010/11 



90 



Appendix 1 : Summary of Changes in 2010/11 



The Code specifies the accounting treatment for arrangements containing a lease (IFRIC 4 
Determining whether an Arrangement contains a Lease). This was not covered by the SORP, 
but similar results may have arisen from an application of FRS 5 Reporting the Substance of 
Transactions^ 4 . 

Lease adjustments restating the 2009/10 financial statements were as follows: 

■ £3. 5m has been removed from Property, Plant and Equipment to derecognise assets 
under finance leases; 

■ £1 .3m has been added into long-term debtors to recognise assets under finance leases; 

■ A long-term liability of £0.3m has been recognised; 

■ To balance the above, £0.6m has been debited to the Revaluation Reserve and £3.1 m 
to the Capital Adjustment Account; and 

■ Within the Comprehensive Income and Expenditure Statement, £2. 4m has been 
included under the Other Comprehensive Income and Expenditure line. 

PFI 

There have been no changes in accounting for PPP and PFI arrangements since SORP 
2009 (when the majority of PFI assets came back onto authorities' balance sheets). 
However, the adoption of IFRS means that the accounting arrangements for group accounts 
have changed. The operator for a PFI and PPP arrangement may be a special purpose entity 
(SPE). SIC 12 Consolidation - Special Purpose Entities requires an authority to consolidate 
an SPE where the substance of the relationship between the authority and the SPE indicates 
that the SPE is controlled by that authority. Whilst it is considered unlikely that an authority 
will control the SPE, it will need to satisfy itself that this is the case; and will need to 
consolidate the SPE (in accordance with chapter nine of the Code) where it does have 
control. 

Investment properties 

SORP 2009 required investment property to be carried at market value. The Code requires 
investment property to be carried at fair value; as fair value will normally be based on market 
value, this change is not expected to result in any material change to the carrying amount of 
investment property. 

SORP 2009 required revaluations of investment property to be adjusted through the 
revaluation reserve in the first instance. The Code requires changes to fair value to be taken 
to Surplus or Deficit on the Provision of Services (and then reversed out to the Capital 
Adjustment Account). 

SORP 2009 required investment property under construction to be accounted for at cost. The 
Code requires investment property under construction to be accounted for at fair value once 
an authority is able to measure reliably the fair value of the investment property. 

SORP 2009 required investment property held under a lease to be depreciated where the 
unexpired term was 20 years or less. This requirement has been removed in the Code, 
although the requirement to fair value the lease interest will have a similar effect. 

As at 31 March 2010, the Council's investment properties were valued at £8.4m. Following 
the transition to the Code, £8. 2m of these have been reclassified as Property, Plant and 
Equipment leaving £0.1 50m within Investment Properties. 
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Intangible assets 

Following FRS 10 Goodwill and Intangible Assets 37 , the SORP 2009 stated that internally 
developed intangible assets shall only be capitalised where there was a readily ascertainable 
market value, which was unlikely to occur in local authorities. IAS 38 Intangible Assets 38 
recognises a wider range of intangible assets, and internally generated intangible assets may 
be recognised provided the criteria in IAS 38 are met. 

The SORP 2009 stated that there was a rebuttable presumption that the economic lives of 
intangible assets are limited to periods of 20 years or less. No such presumption is now 
made. 

The SORP required impairment arising from the consumption of economic benefits to be 
charged to the Income and Expenditure Account in all cases. All impairments are now taken 
to the Revaluation reserve in the first instance, and will only be charged to Surplus or Deficit 
on the Provision of Services once the balance on the reserve in relation to the intangible 
asset has been reduced to zero. 

Asset impairment 

The Code requires that an annual assessment shall take place as to whether there is any 
indication that an asset may be impaired. If any indication exists, the recoverable amount 
shall be estimated. There is no longer a specific requirement to undertake an impairment 
assessment of assets when either a) no depreciation charge is made on the grounds that it 
would be immaterial (either because of the length of the estimated remaining useful life or 
because the estimated residual value of the asset is not materially different from the carrying 
amount of the asset), or b) the estimated remaining useful life of the asset exceeds 50 years. 
In addition, IAS 36 does not exempt non-depreciable land from impairment reviews. 

IAS 36 Impairment of Assets makes no distinction between impairments due to the clear 
consumption of economic benefit and other impairments (i.e. general fall in prices specific to 
the asset). In line with IAS 36, the Code requires all impairment losses on re-valued assets 
to be recognised in the Revaluation reserve up to the amount in the Revaluation reserve for 
each respective asset. The SORP 2009 required an impairment loss due to the clear 
consumption of economic benefits on a re-valued asset to be recognised in Surplus or Deficit 
on the Provision of Services, (previously called the Income and Expenditure Account). As a 
result of this change the accounting entry between the Revaluation reserve and the Capital 
Adjustment Account to reflect the difference between impairment based on historical cost 
and the re-valued amount is no longer required. 

The events or circumstances that indicate that a previous impairment can be reversed are 
the same for both intangible and tangible assets under IAS 36. In contrast, FRS 11 
Impairment of Fixed Assets and Goodwill 7 set out the events or circumstances separately 
for intangible and tangible fixed assets. 

Non-current assets held for sale 

The Code requires an authority to measure an asset classified as held for sale at the lower of 
its carrying value and fair value less costs to sell. Where the carrying amount is lower, this 
will lead to a different valuation when compared to the valuation under the SORP which 
required the asset to be measured at market value less expected selling costs. This change 
will potentially result in more gains being recognised in an authority's Comprehensive Income 
and Expenditure Statement. 



http://www.frc.ora.uk/asb/technical/standards.cfm 

See http://www.ifrs.orq/IFRSs/IFRS+technical+summaries/IFRS+summaries.htm for a summary of IFRSs 
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The SORP does not include any criteria that an authority has to meet in order to classify an 
asset as surplus. In contrast this section of the Code sets out strict criteria, all of which have 
to be met before an authority can classify an asset as held for sale. 

The classification of surplus assets are categorised within the fixed asset heading under the 
SORP. Under this section of the Code, assets held for sale that satisfy the definition of 
current assets shall be classified under this heading within the Balance Sheet. 

When the sale is expected to occur beyond one year, authorities shall measure the cost to 
sell at their present value. Any increase in the present value of the costs to sell that arises 
from the passage of time shall be presented in the Comprehensive Income and Expenditure 
Statement as a financing cost. The SORP does not require the costs to sell to be measure at 
their present value where sale is expected to occur beyond one year. 

A non-current asset (or disposal group) classified as held for sale shall not be depreciated (or 
amortised in relation to intangible assets). The SORP states that assets held for sale are not 
exempt from depreciation. 

The SORP included an asset classification of 'surplus assets'. This classification will remain 
(as a sub-classification of property, plant and equipment) and will include assets that are 
surplus to service needs but that do not meet the definition of either investment property or 
assets held for sale. The ' for sale' classification is a new classification that will include only 
those assets that meet the definition of assets held for sale as specified in the Code. 

The Code introduces the concept of a 'disposal group' in relation to assets that are to be 
grouped and sold in a single transaction. 

On initial or subsequent increase in fair value less costs to sell an asset, revaluation gains 
were not limited under the SORP. In contrast, under the Code any initial or subsequent gains 
are recognised but not in excess of the cumulative impairment loss or revaluation loss 
(adjusted for depreciation) that has been recognised in the Surplus or Deficit on the Provision 
of Services under this section of the Code or previously in accordance with section 4.7 or 
section 4.1 of the Code. Any initial or subsequent decrease to fair value less costs to sell 
following reclassification is recognised in the Surplus or Deficit on the Provision of Services 
(even where there is balance on the Revaluation reserve). The SORP required impairment or 
revaluation losses to be recognised in the Revaluation Reserve. 

The definition of discontinued operations within the SORP and associated guidance notes 
encompasses local government reorganisation. In contrast the definition within the Code 
does not include local government reorganisation since any 'machinery of government' 
changes are not discontinued operations. However, authorities are encouraged to separately 
identify the amounts associated with local government reorganisation, on the face of the 
financial statements to enable users of the financial statements to evaluate the financial 
effects of the reorganisation. The Code requires prior periods to be restated for discontinued 
operations, so that the current and prior periods relate to all operations that have been 
discontinued by the end of the reporting period being presented. The restatement of prior 
periods is not required by the SORP. 

As at 31 March 2010, the Council's assets held for sale were valued at £26. 7m. Following the 
transition to the Code, £26.0m of these have been reclassified as Property, Plant and 
Equipment leaving £0.700m within Assets Held for Sale. 
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Inventories 

The SORP 2009 required inventories to be measured at the lower of cost and net realisable 
value. In contrast the Code requires that where inventories are acquired through a non- 
exchange transaction, their cost is measured at their fair value as at the date of acquisition, 
and where inventories are provided at no charge or for a nominal charge, they are to be 
valued at the lower of cost and current replacement cost. It is not expected that there will be 
a change in the measurement for many inventories held by authorities. 

An authority may purchase inventories on deferred settlement terms. The difference between 
the purchase price for normal credit terms and the amount paid (i.e. the arrangement 
effectively contains a financing element) is recognised as interest over the period of the credit 
in Surplus or Deficit on the Provision of Services. It is not expected that this occurrence will 
be common in authorities and the SORP is silent on this issue although the measurement is 
implicit in FRS 26 Financial Instruments: Recognition and Measurement. 

The Code does not allow the use of last-in, first-out (LIFO) cost formula. SSAP 9 Stock and 
Long Term Contracts refers to the use of LIFO cost formula as one of the options to use as a 
basis for cost valuation for stock, although it discourages its use. The use of cost formula is 
not specifically stated in the SORP. 

The Code requires that an authority must use the same cost formula for all inventories having 
a similar nature and use to the entity. This is not specifically stated in SSAP 9 or the SORP, 
although the principle of consistency under FRS 18 Accounting Policies set out in the SORP 
should lead to a similar treatment. 

Employee benefits 

Short-term employee benefits were not covered by the SORP. There is no UK accounting 
standard that deals with short-term employee benefits. As a result, differing accounting 
treatments of items such as annual leave may have developed. An approach based on 
IAS19 Employee Benefits will necessitate a change in accounting policies for many 
authorities. 

Long-term employee benefits were not covered by the SORP, except for long-term disability 
benefits (called incapacity benefit in the SORP). Long-term disability benefits are treated as a 
type of defined benefit pension benefit in the SORP. In the Code they are not classed as 
post-retirement benefits but rather as other long-term employee benefits. The difference is 
that under the Code the net total expense is charged to the Surplus or Deficit on the 
Provision of Services; whereas under the SORP, the difference between the expected cost 
and amount actually incurred was treated as an actuarial gain or loss and charged to the 
Statement of Total Recognised Gains and Losses (STRGL). However, the Code has adopted 
an I PSAS 25 Employee Benefits interpretation that allows long-term disability benefits to be 
accounted as defined benefit retirement benefits in certain circumstances. 

The SORP did not cover all termination benefits (e.g. lump sum payments on termination of 
employment not associated with retirement) - it only covered termination benefits awarded 
as an enhancement of pension benefits, usually in the form of added years of service. The 
SORP treated these as a retirement benefit and classified them as one type of past service 
cost. The Code, in accordance with IAS19, covers all forms of termination benefits and does 
not treat them as post-employment benefits, but as a separate category of employment 
benefit. Under the SORP the added years or other pension enhancement was recognised in 
the Income and Expenditure Account on a straight-line basis over the period in which the 
increase in benefit vests. The Code in accordance with IAS19 requires termination benefits to 
be charged to Surplus or Deficit on the Provision of Services immediately whether they vest 
immediately or not. In practice, in local authorities pension enhancements granted for 
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termination of employment would usually vest immediately and so under the SORP would 
usually have been charged to the Income and Expenditure Account immediately. 

The main change within this area is the creation of a Balance Sheet creditor for employees' 
untaken leave at the 31 March. This was calculated at £4. 9m as at 31 March 2009 and 
£4.6masat31 March 2010. 

Provisions 

Provisions under the SORP were classified as long-term liabilities. Under the Code, 
provisions are presented on the face of the Balance Sheet as either current or non-current 
liabilities. 

Provisions are measured at the present value of the expenditure required to settle the 
obligation, where the time value of money is significant. This was not explicit in the SORP. 

The Code allows consolidation of non-coterminous reported financial statements where the 
subsidiary, associate or joint venture's period end is within three months of the period end of 
the authority. The SORP permits consolidation of the subsidiary, associate or joint venture's 
reported results where their period end is no more then three months before the authority's 
reporting year end. 

Group accounts 

The calculation of the gain or loss on disposal of a subsidiary differs. Under the Code, it 
excludes goodwill previously written off to reserves. Under the SORP, goodwill previously 
written off to reserves is included in the calculation of the gain or loss on disposal. 

The SORP's definition of an associate focuses on 'the ability to exercise' significant influence 
whereas under the Code the focus is on the 'power to participate in the financial and 
operating policy decisions of the investee'. This could mean some differences in 
interpretation of those entities brought into the group accounts. 

The SORP requires the use of the gross equity method for the consolidation of jointly 
controlled entities. The Code requires the use of proportionate consolidation or equity 
method. 

Under the Code, adjustments should be made for the effects of significant transactions or 
events between the period ends of the parent and group bodies, which is not in the SORP, 
although has always been implicit in FRS 2 Accounting for Subsidiary Undertakings and FRS 
9 Associates and Joint Ventures. 

Although IFRS 3 Business Combinations will only apply infrequently to authority group 
accounts, there are differences to the SORP in the timing of when fair value of assets, 
liabilities and goodwill are measured and recognised (i.e. where the acquisition takes place in 
stages). Differences also exist with regard to accounting for goodwill; under IFRS 3 goodwill 
is not amortised but subject to impairment testing as required by IAS 36 Impairment of 
Assets. Under the SORP, there is a rebuttable presumption that the useful life of goodwill 
does not exceed 20 years, but it permits an indefinite useful life and includes annual 
impairment reviews. In addition there are differences in the accounting treatment of 'excess 
of acquirer's interest in the net fair value of acquiree's' (referred to as 'negative goodwill' in 
the SORP). 
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Appendix 2: Accounting Policies 

General Principles 

The purpose of this Statement of Accounting Policies is to explain the basis for the 
recognition, measurement and disclosure of transactions and other events in the accounts. 

Accounting policies are the principles, bases, conventions, rules and practices applied by an 
authority that specify how the effects of transactions and other events are to be reflected in 
its financial statements through recognising, selecting measurement bases for and 
presenting assets, liabilities, gains, losses and changes in reserves. 

The financial statements have been prepared in accordance with the Code of Practice on 
Local Authority Accounting in the United Kingdom 2010/11, issued by CIPFA, and are the 
first to be prepared in accordance with International Financial Reporting Standards (IFRS). 
IFRS 1 First Time Adoption of International Financial Reporting Standards has been applied 
in their preparation. Information disclosing the effect of the transition from UK GAAP to IFRS 
on the Council's financial statements is shown in Appendix 1. Comparative figures in respect 
of 2008/09 and 2009/1 have been restated to reflect these adjustments. 

The accounts are supported by accounting rules in the following hierarchy: 

■ Code of Practice on Local Authority Accounting in the United Kingdom 201 0/1 1 

■ EU-adopted international standards: 

■ International financial reporting standards (IFRSs) 

■ International accounting standards (lASs) 

■ International Financial Reporting Interpretations Committee (IFRIC) Interpretations 

■ Standing Interpretations Committee (SIC) Interpretations 

■ International Public Sector Accounting Standards (IPSASs) 

■ UK Generally Accepted Accounting Practice (UK GAAP) 

■ Financial Reporting Standards (FRSs) 

■ Statements of Standard Accounting Practice (SSAPs) 

■ In addition, the following legislation (as amended) is complied with: 

■ Local Authorities (Goods and Services) Act 1 970 (Income from other bodies) 

■ Local Government Act 1 986 (Publicity account) 

■ Local Government (Finance) Act 1 992 (Council tax) 

■ Local Government Act 1 972 

■ Local Government Finance Act 1988 (General Fund and Collection Fund) 

■ Local Government and Housing Act 1989 (Housing Revenue Account) 

■ School Standards and Framework Act 1 998 (School balances) 

■ Building Control Act 1984 and Building (Local Authority Charges) Regulations 
1998 SI 1998/3129) 

■ The Accounts and Audit (England) Regulations 201 1 (SI 201 1 /81 7) 

■ Local Government Act 2003, Part I (Capital finance and accounts) 

■ The Waste and Emissions Trading Act 2003 

The accounting convention adopted is historical cost, modified by the revaluation of certain 
categories of non-current assets and financial instruments. Any departure from the relevant 
standards is stated in the notes below. 
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In line with CIPFA's best practice approach to accounting for best value, the accounts are 
presented in compliance with the service expenditure analysis set out in CIPFA's Best Value 
Accounting Code of Practice (BVACOP). 

Except where specified in the Code, the Council has determined the estimation techniques 
that most closely reflect the economic reality of the transactions based on all known facts 
available. 

The Accounting concepts and policies which have a material impact on the accounts are as 
follows: 

Accounting standards that have been issued but have not yet been 
adopted 

The adoption of FRS 30 Heritage Assets by the Code will result in a change of accounting 
policy that requires disclosure in line with paragraph 3.3.4.3 of the Code. An authority shall, 
where material, disclose the following items in the 2010/1 1 financial statements (to the extent 
that the information is known or reasonably estimable): 

a) narrative, related to the authority's specific circumstances, explaining that heritage 
assets are to be recognised as a separate class of assets for the first time in the 
201 1/12 financial statements, in accordance with FRS 30; 

b) the carrying amount of assets expected to be reclassified as heritage assets, and 
their classification in the 2010/1 1 financial statements; 

c) the expected amount of any revaluation gains and losses to be recognised on 
reclassification; and 

d) the expected change in depreciation and impairment to be recognised in 201 0/1 1 . 

Where an authority has elected to measure community assets at valuation (and has made 
this decision before the financial statements are authorised for issue), it shall, where material, 
disclose the following items in the 2010/11 financial statements (to the extent that the 
information is known or reasonably estimable): 

a) narrative, related to the authority's specific circumstances, explaining the change of 
accounting policy in relation to the measurement of community assets; 

b) the carrying amount of community assets (excluding those reclassified as heritage 
assets) in the 2010/1 1 financial statements; 

c) the expected amount of any revaluation gains and losses to be recognised on 
remeasurement; and 

d) the expected change in depreciation and impairment to be recognised in 201 0/1 1 . 

Significant judgements in applying accounting policies 

In applying its accounting policies the Council has had to make certain judgements about the 
complex transactions or those involving uncertainty about future events. The most significant 
areas where judgements have been necessary are: 

• Accounting for pension liabilities 

• Property valuations 

• Provisions for future expenditure 

Where judgement has been applied, the key factors taken into consideration are disclosed in 
the accounting policies and the appropriate note in the financial statements. 
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Assumptions made about the future and other major sources of 
estimation uncertainty 

The Statement of Accounts contains estimated figures that are based on assumptions made 
by the Council about the future or that are otherwise uncertain. Estimates are made taking 
into account historical experience, current trends and other relevant factors. However, 
because balances cannot be determined with certainty, actual results could be materially 
different from the assumptions and estimates. 

The item in the Council's Balance Sheet at 31 March 201 1 for which there is a significant risk 
of material adjustment in the forthcoming financial year is as follows: 

Pension liabilities 

Pensions liabilities included in the Balance Sheet have been assessed on an actuarial basis 
using the roll forward method which results in an estimate of the pensions that will be 
payable in future years dependent on assumptions about mortality rates, salary levels, etc. 
The Pension Fund liabilities have been assessed by Aon Hewitt Limited, an independent firm 
of actuaries, who also estimate the Pension Fund position as at 31 March 201 1 based on 
their last full valuation of the scheme carried out as at 31 March 2010 and also includes their 
assessment of future movements in the return on pension assets and future pension 
liabilities as at 31 March 201 1 . Further details are included within Note 25. 

Accounting policies 

The accounting concepts and policies which have a material impact on the accounts are as 
follows: 

1. Accruals of expenditure and income 

Activity is accounted for in the year that it takes place, not simply when cash payments are 
made or received. In particular: 

a) Revenue from the sale of goods is recognised when the Council transfers the 
significant risks and rewards of ownership to the purchaser and it is probable that 
economic benefits or service potential associated with the transaction will flow to the 
Council. 

b) Revenue from the provision of services is recognised when the Council can measure 
reliably the percentage of completion of the transaction and it is probable that 
economic benefits or service potential associated with the transaction will flow to the 
Council. 

c) The cost of supplies and services are accrued and accounted for in the period that 
they consumed or received. Accruals are made for all material sums unpaid at the 
year-end for goods and services received or work completed. 

d) Interest payable on borrowings and receivable on investments is accounted for on the 
basis of the effective interest rate for the relevant financial instrument rather than the 
cash flows fixed or determined by the contract. 

e) Where revenue and expenditure have been recognised but cash has not been 
received or paid, a debtor or creditor for the relevant amount is recorded in the 
Balance Sheet. Where it is doubtful that debts will be settled, the balance of debtors is 
written down and a charge made to revenue for the income that might not be 
collected. 

2. Area Based Grant (ABG) 

ABG is a non-ringfenced general grant and no conditions on use are imposed as part of the 
grant determination ensuring full local control over how funding can be used. 
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ABG is included in the Comprehensive Income and Expenditure Statement with other 
general income sources such as income from the Collection Fund and NNDR redistribution. 

3. Cash and cash equivalents 

Cash is represented by cash in hand and deposits with financial institutions repayable 
without penalty on notice of not more than 24 hours. Cash equivalents are short-term, highly 
liquid investments that are readily convertible to known amounts of cash and which are 
subject to an insignificant risk of changes in value. 

Due to the risk of lost income from reduced interest earned or the cost of penalties charged 
for early redemption of fixed term investments the Council do not considered fixed term 
investments to be highly liquid. Fixed term investments are shown on the Balance Sheet as 
either long or short-term investments depending on the remaining term to maturity of the 
investment. 

4. Charges to revenue for non-current assets 

Services, support services and trading accounts are debited with the following amounts to 
record the cost of holding non-current assets during the year: 

■ depreciation attributable to the assets used by the relevant service; 

■ revaluation and impairment losses on assets used by the service where there are no 
accumulated gains in the Revaluation Reserve against which the losses can be written 
off; and 

■ amortisation of intangible assets attributable to the service. 

The Council is not required to raise council tax to cover depreciation, impairment losses or 
amortisations. However, it is required to make an annual provision from revenue to contribute 
towards the reduction in its overall borrowing requirement (equal to either an amount 
calculated on a prudent basis determined by the Council in accordance with statutory 
guidance, or loans fund principal charges). Depreciation, impairment losses and 
amortisations are therefore replaced by revenue provision in the General Fund balance, by 
way of an adjusting transaction with the Capital Adjustment Account in the Movement in 
Reserves Statement for the difference between the two. 

5. Collection Fund income 
Council tax 

The fund's key features relevant to accounting for council tax in the core financial statements 
are: 

a) In its capacity as a billing authority, the Council acts in part as an agent: it collects and 
distributes council tax income on behalf of the major preceptors (Northumbria Police 
Authority and Tyne and Wear Fire and Rescue Authority) as well as itself. The cash 
collected by the Council belongs proportionately to the billing authority and the major 
preceptors. There will therefore be a debtor/creditor position between the Council and 
the major preceptors, since the net cash paid to each major preceptor in the year will 
not be its share of cash collected from council taxpayers. 

b) While the council tax income for the year credited to the Collection Fund is the accrued 
income for the year, regulations determine when it should be released from the 
Collection Fund and transferred to the General Fund or paid out of the Collection Fund 
to major preceptors. The amount credited to the General Fund under statute is the 
Council's demand for the year plus it's share of the surplus on the Collection Fund for 
the previous year (or less its share of the deficit); and this amount may be more or less 
than the accrued income for the year. The difference between the income included in 
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the Comprehensive Income and Expenditure Statement and the amount required by 
regulation to be credited to the General Fund shall be taken to the Collection Fund 
Adjustment Account and included as a reconciling item in the Movement in Reserves 
Statement. 

National non domestic rates (NNDR) 

The Council collects NNDR under what is in substance an agency arrangement. It therefore 
follows that: 

a) NNDR income is not the income of the Council and shall not be included in its 
Comprehensive Income and Expenditure Statement. The cost of collection allowance 
received by the Council is the Council's income and is included in the Comprehensive 
Income and Expenditure Statement. 

b) NNDR debtor and creditor balances with taxpayers and the impairment allowance for 
doubtful debts are not assets and liabilities of the Council and shall not be recognised in 
the Balance Sheet. 

c) Cash collected from NNDR taxpayers by the Council (net of the cost of collection 
allowance) belongs to the government and the amount not yet paid to the government 
at the Balance Sheet date shall be included as a creditor; similarly, if cash paid to the 
government exceeds the cash collected from NNDR taxpayers (net of the cost of 
collection allowance), the excess is included in the Balance Sheet as a debtor. 

d) Cash collected from NNDR taxpayers and payments into the NNDR national pool are 
not revenue activities and shall not be included in the Cash Flow Statement except for 
the cash retained in respect of the cost of collection allowance. 

The Council has recognised either a creditor with the government for cash collected from 
NNDR taxpayers (less cash retained in respect of the billing authority's cost of collection 
allowance) not yet paid to the government at the Balance Sheet date, or a debtor if it has 
'overpaid' the government. 

6. Employee benefits 

Benefits payable during employment 

Short-term employee benefits, such as wages and salaries, paid annual leave and paid sick 
leave, bonuses and non-monetary benefits (e.g. lease cars) for current employees, are 
recognised as an expense in the year in which employees render service to the Council. An 
accrual is made for the cost of holiday entitlements earned by employees but not taken 
before the year-end and which employees can carry forward into the next financial year. 

Termination benefits 

Termination benefits are amounts payable as a result of a decision by the Council to 
terminate an officer's employment before the normal retirement date or an officer's decision 
to accept voluntary redundancy and are charged on an accruals basis within the Cost of 
Services in the Comprehensive Income and Expenditure Statement when the Council is 
demonstrably committed, without realistic possibility of withdrawal, to either terminating the 
employment of an officer or group of officers or making an offer to encourage voluntary 
redundancy. 

Where termination benefits involve the enhancement of pensions, statutory provisions 
require the General Fund balance to be charged with the amount payable by the Council to 
the pension fund or pensioner in the year, not the amount calculated according to the 
relevant accounting standards. In the Movement in Reserves Statement, appropriations are 
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required to and from the Pensions Reserve to remove the notional debits and credits for 
termination benefits and replace them with debits for the cash paid to the pension fund and 
pensioners and any such amounts payable but unpaid at the year-end. 

Post-employment benefits (pensions) 

As part of the terms and conditions of employment of its officers and other employees, the 
Council offers retirement benefits. To do this, it participates in two different pension schemes: 

■ The Teachers' Pension Scheme, administered by Capita Teachers' Pensions on behalf 
of the Department for Children, Schools and Families (DCSF) 

■ The Tyne and Wear Pension Fund (part of the Local Government Pension Scheme), 
administered by South Tyneside Council 

These provide defined benefits to members (retirement lump sums and pensions), earned as 
employees worked for the Council. 

However, the arrangements for the teachers' scheme mean that liabilities for these benefits 
cannot be identified specifically to the Council. The scheme is therefore accounted for as if it 
were a defined contributions scheme - no liability for future payments of benefits is 
recognised in the Balance Sheet and the education service line in the Comprehensive 
Income and Expenditure Statements is charged with the employer's contributions payable to 
teachers' pensions in the year. 

The Local Government Pension Scheme 

The Local Government Pension Scheme is accounted for as a defined benefits scheme: 

■ The liabilities of the Tyne and Wear Pension Fund attributable to the Council are 
included in the Balance Sheet on an actuarial basis using the projected unit method - 
i.e. an assessment of the future payments that will be made in relation to retirement 
benefits earned to date by employees, based on assumptions about mortality rates, 
employee turnover rates, etc, and projections of future earnings for current employees. 

In relation to retirement benefits, statutory provisions require the General Fund balance to be 
charged with the amount payable by the Council to the pension fund or directly to pensioners 
in the year, not the amount calculated according to the relevant accounting standards. In the 
Movement in Reserves Statement, this means that there are appropriations to and from the 
Pensions Reserve to remove the notional debits and credits for retirement benefits and 
replace them with debits for the cash paid to the pension fund and pensioners and any such 
amounts payable but unpaid at the year-end. The negative balance that arises on the 
Pensions Reserve thereby measures the beneficial impact on the General Fund of being 
required to account for retirement benefits on the basis of cash flows rather than as benefits 
are earned by employees. 

Discretionary benefits 

The Council also has restricted powers to make discretionary awards of retirement benefits in 
the event of early retirements. Any liabilities estimated to arise as a result of an award to any 
member of staff (including teachers) are accrued in the year of the decision to make the 
award and accounted for using the same policies as are applied to the Local Government 
Pension Scheme. 

7. Events after the Balance Sheet date 

Where an event occurs after the balance sheet date, favourable or unfavourable, which 
provides evidence of conditions that existed at the balance sheet date, an adjusting event 
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occurs and the amounts recognised in the Statement of Accounts will be adjusted to take into 
account any new information about that adjusting event. 

Where an event occurs after the balance sheet date that is indicative of conditions that arose 
after the balance sheet date, the amounts recognised in the Statement of Accounts are not 
adjusted but are disclosed as a separate note to the accounts. 

Events after the balance sheet date are reflected up to the date when the Statement of 
Accounts are authorised for issue and published. 

8. Exceptional items and prior period adjustments 
Exceptional Items 

Exceptional items are included in the cost of services to which they relate or on the face of 
the Income and Expenditure Account if that degree of prominence is necessary in order to 
give a fair presentation of the accounts. A description of any exceptional items is given within 
Note 6 to the Core Financial Statements. 

Prior Period Adjustments 

The majority of prior period items arise from corrections and adjustments that are the natural 
result of estimates inherent in the accounting process. Such adjustments constitute normal 
transactions in the year in which they are identified, and are accounted for accordingly. 
Material adjustments applicable to prior years arising from changes in accounting policies are 
accounted for by restating the comparative figures for the preceding period in the Statement 
of Accounts and notes and adjusting the opening balance of reserves for the cumulative 
effect. 

9. Financial instruments 
Financial assets 

The Council classifies its financial assets into the following categories, as determined at initial 
recognition: 

a) Loans and receivables - assets that have fixed or determinable payments but are not 
quoted in an active market 

Loans and receivables are initially measured at fair value and carried at their amortised 
cost. Annual credits to the Comprehensive Income and Expenditure Statement for 
interest receivable are based on the carrying amount of the asset multiplied by the 
effective rate of interest for the instrument. For the loans that the Council has made, this 
means that the amount presented in the Balance Sheet is the outstanding principal 
receivable and interest credited to the Comprehensive Income and Expenditure 
Statement is the amount receivable for the year in the loan agreement. 

However, the Council has made a number of loans to voluntary organisations at less 
than market rates for policy reasons rather than as financial instruments and these 
loans may be interest free or at rates below prevailing market rates (soft loans). When 
soft loans are made, a loss is recorded in the Comprehensive Income and Expenditure 
Statement for the present value of the interest that will be foregone over the life of the 
instrument, resulting in a lower amortised cost than the outstanding principal. Interest is 
credited at a marginally higher effective rate of interest than the rate receivable, with the 
difference serving to increase the amortised cost of the loan in the Balance Sheet. 
Statutory provisions require that the impact of soft loans on the General Fund balance is 
the interest receivable for the financial year - the reconciliation of the amounts debited 
and credited to the Comprehensive Income and Expenditure Statement to the net gain 
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required against the General Fund balance is managed by a transfer to or from the 
Financial Instrument Adjustment Account in the Movement in Reserves Statement. 

The Council has set a de-minimis level of £100,000; loans with a value below this 
amount have been measured at cost. 

Any gains and losses that arise on de-recognition of the asset are credited/debited to 
the Comprehensive Income and Expenditure Statement. 

b) Available-for-sale - assets that have a quoted market price and/or do not have fixed or 
determinable payments. 

Available-for-sale assets are initially measured and carried at fair value. Where the 
asset has fixed or determinable payments, annual credits to the Comprehensive Income 
and Expenditure Statement for interest receivable are based on the amortised cost of 
the asset multiplied by the effective rate of interest for the instrument. Where there are 
no fixed determinable payments, income (e.g. dividends) is credited to the 
Comprehensive Income and Expenditure Statement when it becomes receivable by the 
Council. 

Assets are maintained in the Balance Sheet at fair value. Values are based on the 
following principles with a de-minimis level of £100,000: 

■ Instruments with quoted market prices: the market price 

■ Other instruments with fixed and determinable payments: discounted cash flow 
analysis 

■ Equity shares with no quoted market prices: independent appraisal of company 
valuations 

Changes in the fair value are balanced by an entry in the Available-for-Sale Reserve 
and gain/loss is recognised in the Comprehensive Income and Expenditure Statement. 

Any gains or losses that arise on derecognition of an asset are credited/debited to the 
Comprehensive Income and Expenditure Statement, along with any accumulated 
gains/losses, managed by a transfer to or from the Financial Instrument Adjustment 
Account in the Movement in Reserves Statement. Where fair value cannot be measured 
reliably, the instrument is carried at cost (less any impairment losses). 

Financial liabilities 

Financial liabilities are initially measured at fair value and carried at their amortised cost. 
Annual charges to the Comprehensive Income and Expenditure Statement are based on the 
carrying amount of the liability, multiplied by the effective rate of interest for the instrument. 
For most of the borrowing that the Council has, this means that the amount presented in the 
Balance Sheet is the outstanding principal repayable and the interest charged to the 
Comprehensive Income and Expenditure Statement is the amount payable for the year in the 
loan agreement. 

Amortised cost is adjusted for any premiums, discounts, material transaction costs and 
accrued interest. Where financial liability interest rates are fixed until maturity they are 
deemed not to require an effective interest rate calculation to be carried out. 

The transaction costs of the financial liabilities held on the Council's Balance Sheet are 
considered to be immaterial. 
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Financial guarantees 

Local Authorities give financial guarantees to make specified payments to reimburse the 
holder of a debt if a debtor fails to make payment when due in accordance with the terms of 
the contract. These arrangements are entered into for policy reasons rather than commercial 
reasons. 

Financial guarantees are initially recognised at fair value taking into consideration the 
probability of the guarantee being called and the likely amount payable under the guarantee. 

Impairment of financial assets 

A financial asset is impaired and impairment losses are incurred if, and only if, there is 
objective evidence of impairment as a result of events that occurred after the initial 
recognition of the asset and that event has an impact on the estimated future cash flows of 
the financial asset. 

Where assets are identified as impaired because of a likelihood arising from a past event that 
payments due under the contract will not be made, the Code requires the asset be written 
down and a charge made to the Comprehensive Income and Expenditure Statement. 

Fair value 

For each class of financial asset and financial liability, the Council is required to disclose the 
fair value of that class of asset and liability in a way that permits it to be compared to its 
carrying amount. The Council assesses the fair value by calculating the present value of the 
cash flows that take place over the remaining life of the instruments, using a number of 
assumptions detailed in Note 25. 

Fair values have not been calculated for assets or liabilities where the carrying amount is a 
reasonable approximation of fair value, such as trade creditors and debtors. 

Redemption of debt 

The Council is required by statute to set aside a minimum revenue provision (MRP), for the 
repayment of debt for General Fund services. Provision is made for principal repayments by 
charging a MRP calculated in accordance with CIPFA's Prudential Code (which follows the 
provisions of the Local Government Act 2003). 

Repurchase of borrowing 

Gains or losses on the repurchases or early settlement of borrowing are recognised in the 
Comprehensive Income and Expenditure Statement in the periods during which the 
repurchase or early settlement is made. However, where repurchase has taken place as part 
of a restructure of the loan portfolio that involves the modification or exchange of existing 
instruments, the premium or discount is respectively deducted from or added to the 
amortised cost of the new or modified loan and the amount written down to the 
Comprehensive Income and Expenditure Statement is spread over the life of the loan by an 
adjustment to the effective interest rate. 

Where premiums and discounts have been charged to the Comprehensive Income and 
Expenditure Statement, regulations allow the impact on the General Fund balance to be 
spread over future years. Premiums are spread over the longer of the outstanding term of the 
replaced loan or the term of the replacement loans and a maximum of 10 years in respect of 
the HRA. Discounts are spread over a minimum period equal to the outstanding term on the 
replaced loan, or 10 years, if this is shorter. 

The reconciliation of amounts charged to the Comprehensive Income and Expenditure 
Statement to the net charge required against the General Fund balance, is managed by a 
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transfer to or from the financial instruments adjustment account in the Movement in Reserves 
Statement. 

External interest 

Interest payable on borrowings and receivable on investments is accounted for on the basis 
of the effective interest rate for the relevant financial instrument rather than the cash flows 
fixed or determined by the contract. 

10. Government grants and other contributions 

Whether paid on account, by instalments or in arrears, government grants and third party 
contributions and donations are recognised as due to the Council when there is reasonable 
assurance that: 

■ the Council will comply with the conditions attached to the payments; and 

■ the grants or contributions will be received 

Amounts recognised as due are not credited to the Comprehensive Income and Expenditure 
Statement until conditions attaching to the grant or contribution have been satisfied. 
Conditions are stipulations that specify that the future economic benefits or service potential 
embodied in the asset acquired using the grant or contribution are required to be consumed 
by the recipient as specified or future economic benefits or service potential must be returned 
to the transferor. 

Monies advanced as grants and contributions for which conditions have not been satisfied 
are carried in the Balance Sheet as creditors. When conditions are satisfied, the grant or 
contribution is credited to the relevant service line (attributable revenue grants or 
contributions) or Taxation and Non-Specific Grant Income (non-ring-fenced revenue grants 
and all capital grants) in the Comprehensive Income and Expenditure Statement. 

Where capital grants are credited to the Comprehensive Income and Expenditure Statement, 
they are reversed out of the General Fund balance in the Movement in Reserves Statement. 
Where the grant has yet to be used to finance capital expenditure, it is posted to the Capital 
Grants Unapplied reserve. Where it has been applied, it is posted to the Capital Adjustment 
Account. Amounts in the Capital Grants Unapplied reserve are transferred to the Capital 
Adjustment Account once they have been applied. 

11. Intangible assets 

Expenditure on assets that do not have physical substance but are controlled by the Council 
as a result of past events (e.g. software licences) is capitalised when it is expected that future 
economic benefits or service potential will flow from the intangible asset to the Council. 

Internally generated assets are capitalised where it is demonstrable that the project is 
technically feasible and is intended to be completed (with adequate resources being 
available) and the Council will be able to generate future economic benefits or deliver service 
potential by being able to sell or use the asset. Expenditure is capitalised where it can be 
measured reliably as attributable to the asset and restricted to that incurred during the 
development phase (research expenditure is not capitalised). 

Expenditure on the development of websites is not capitalised if the website is solely or 
primarily intended to promote or advertise the Council's goods or services. 

Intangible assets are measured initially at cost. Amounts are not revalued, as their fair value 
cannot be determined by reference to an active market. The depreciable amount of an 
intangible asset is amortised over its useful life to the relevant service line(s) in the 
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Comprehensive Income and Expenditure Statement. An asset is tested for impairment 
whenever there is an indication that the asset might be impaired - any losses recognised are 
posted to the relevant service line(s) in the Comprehensive Income and Expenditure 
Statement. Any gain or loss arising on the disposal or abandonment of an intangible asset is 
posted to the Other Operating Expenditure line in the Comprehensive Income and 
Expenditure Statement. 

Where expenditure on intangible assets qualifies as capital expenditure for statutory 
purposes, amortisation, impairment losses and disposal gains and losses are not permitted 
to have an impact on the General Fund balance. The gains and losses are therefore 
reversed out of the General Fund balance in the Movement in Reserves Statement and 
posted to the Capital Adjustment Account and (for any sale proceeds greater than £10,000) 
the Capital Receipts Reserve. 

12. Inventories and long-term contracts 

Inventories are included in the Balance Sheet at the lower of cost and net realisable value. 
The cost of inventories is assigned using the FIFO / weighted average costing formula. 

Long-term contracts are accounted for on the basis of charging the Surplus or Deficit on the 
Provision of Services with the value of works and services received under the contract during 
the financial year. 

13. Investment property 

Investment properties are those that are used solely to earn rentals and/or for capital 
appreciation. The definition is not met if the property is used in any way to facilitate the 
delivery of services or production of goods or is held for sale. 

Investment properties are measured initially at cost and subsequently at fair value, based on 
the amount at which the asset could be exchanged between knowledgeable parties at arm's 
length. Properties are not depreciated but are revalued according to market conditions at the 
year-end. Gains and losses on revaluation are posted to the Financing and Investment 
Income and Expenditure line in the Comprehensive Income and Expenditure Statement. The 
same treatment is applied to gains and losses on disposal. 

Rentals received in relation to investment properties are credited to the Financing and 
Investment Income line and result in a gain for the General Fund balance. However, 
revaluation and disposal gains and losses are not permitted by statutory arrangements to 
have an impact on the balance. The gains and losses are therefore reversed out of the 
General Fund balance in the Movement in Reserves Statement and posted to the Capital 
Adjustment Account and (for any sale proceeds greater than £10,000) the Capital Receipts 
Reserve. 

14. Landfill allowances trading schemes 

The government introduced the Landfill allowance trading scheme (LATS) on 1 April 2005 for 
all waste disposal authorities (WDAs) in England. The scheme is intended to underpin the 
duty on WDAs to reduce the amount of biodegradable municipal waste disposed of to landfill. 
Under the scheme, local authorities receive an annual allocation of tradable allowances and 
have to account for the value of these allowances, together with the value of any allowances 
traded, and the liability for allowances utilised for actual landfill disposal. 

Due to the large number of surplus allowances on the market and the scarcity of buyers, the 
trading value of allowances is currently set at zero. 
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These financial statements account for LATS in accordance with CIPFA's LAAP Bulletin 64: 
Accounting for the Landfill Allowances Trading Scheme 2005/06. 

1 5. Leases 

Leases are classified as finance leases where the terms of the lease transfer substantially all 
the risks and rewards incidental to ownership of the property from the lessor to the lessee. All 
other leases are classified as operating leases. 

Where a lease covers both land and buildings, the land and buildings elements are 
considered separately for classification. 

Arrangements that do not have the legal status of a lease but convey a right to use an asset 
in return for payment are accounted for under this policy where fulfilment of the arrangement 
is dependent on the use of specific assets. 

The Council as lessee 
Finance leases 

Property, plant and equipment held under finance leases is recognised on the Balance Sheet 
at the commencement of the lease at its fair value measured at the lease's inception (or the 
present value of the minimum lease payments, if lower).The asset recognised is matched by 
a liability for the obligation to pay the lessor. Initial direct costs of the Council are added to 
the carrying amount of the asset. Premiums paid on entry into a lease are applied to writing 
down the lease liability. 

Lease payments are apportioned between: 

■ a charge for the acquisition of the interest in the property - applied to write down the 
lease liability, and 

■ a finance charge (debited to the Financing and Investment Income and Expenditure line 
in the Comprehensive Income and Expenditure Statement) 

Property, plant and equipment recognised under finance leases is accounted for using the 
policies applied generally to such assets, subject to depreciation being charged over the 
lease term if this is shorter than the asset's estimated useful life. 

The Council is not required to raise council tax to cover depreciation or revaluation and 
impairment losses arising on leased assets. Instead, a prudent annual provision is made 
from revenue towards the deemed capital investment in accordance with statutory 
requirements. Depreciation and impairment losses are therefore replaced by revenue 
provision in the General Fund balance, by way of an adjusting transaction with the Capital 
Adjustment Account in the Movement in Reserves Statement for the difference between the 
two. 

Operating leases 

Rentals paid under operating leases are charged to the Comprehensive Income and 
Expenditure Statement as an expense of the services benefitting from use of the leased 
property, plant or equipment. Charges are made on a straight-line basis over the life of the 
lease, even if this does not match the pattern of payments (e.g. there is a rent-free period at 
the commencement of the lease). 

The Council as lessor 
Finance leases 

Where the Council grants a finance lease over a property or an item of plant or equipment, 
the relevant item is written out of the Balance Sheet as a disposal. At the commencement of 
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the lease, the carrying amount of the asset in the Balance Sheet (whether Property, Plant 
and Equipment or Held for Sale) is written off to the Other Operating Expenditure line in the 
Comprehensive Income and Expenditure Statement as part of the gain or loss on disposal. A 
gain, representing the Council's net investment in the lease, is credited to the same line in 
the Comprehensive Income and Expenditure Statement also as part of the gain or loss on 
disposal (i.e. netted off against the carrying value of the asset at the time of disposal), 
matched by a lease asset in the Balance Sheet. 

Lease rentals receivable are apportioned between: 

■ a charge for the acquisition of the interest in the property - applied to write down the 
lease liability (together with any premiums received); and 

■ finance income (credited to the Financing and Investment Income and Expenditure line 
in the Comprehensive Income and Expenditure Statement). 

The gain credited to the Comprehensive Income and Expenditure Statement on disposal is 
not permitted by statute to increase the General Fund balance and will be required to be 
treated as a capital receipt. Where a premium has been received, this is posted out of the 
General Fund balance to the Capital Receipts Reserve in the Movement in Reserves 
Statement. Where the amount due in relation to the lease asset is to be settled by the 
payment of rentals in future financial years, this is posted out of the General Fund balance to 
the Deferred Capital Receipts Reserve in the Movement in Reserves Statement. When the 
future rentals are paid, the element for the charge for the acquisition of the interest in the 
property is used to write down the lease asset. At this point, the deferred capital receipts are 
transferred to the Capital Receipts Reserve. 

The written-off value of disposals is not a charge against council tax, as the cost of fixed 
assets is fully provided for under separate arrangements for capital financing. Amounts are 
appropriated to the Capital Adjustment Account from the General Fund balance in the 
Movement in Reserves Statement. 

Operating leases 

Where the Council grants an operating lease over a property or an item of plant or 
equipment, the asset is retained in the Balance Sheet. Rental income is credited to the Other 
Operating Expenditure line in the Comprehensive Income and Expenditure Statement. 
Credits are made on a straight-line basis over the life of the lease, even if this does not 
match the pattern of payments (e.g. there is a premium paid at the commencement of the 
lease). Initial direct costs incurred in negotiating and arranging the lease are added to the 
carrying amount of the relevant asset and charged as an expense over the lease term on the 
same basis as rental income. 

16. Non-current assets held for sale 

When it becomes probable that the carrying amount of a non-current asset will be recovered 
principally through a sale transaction rather than through its continuing use, it is reclassified 
as an asset held for sale. In order to be classified as an asset held for sale, the following 
conditions must be met: 

■ the asset is available for immediate sale in its present condition subject to terms that are 
usual and customary for sales of such assets; 

■ the sale is highly probable and the Council is committed to sell the asset and has 
initiated a programme to locate a buyer; 

■ the asset is actively marketed for sale at a price that is reasonable in relation to its 
current fair value; and 
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■ the sale is expected to be completed within one year of the date of classification. 

The asset is revalued immediately before reclassification and then carried at the lower of this 
amount and fair value less costs to sell. Where there is a subsequent decrease to fair value 
less costs to sell, the loss is posted to the Other Operating Expenditure line in the 
Comprehensive Income and Expenditure Statement. Gains in fair value are recognised only 
up to the amount of any previously recognised losses. Depreciation is not charged on Assets 
Held or Sale. 

17. Overheads 

The costs of overheads and support services are charged to those that benefit from the 
supply or service in accordance with the costing principles of the CIPFA Best Value 
Accounting Code of Practice 2010/11 (BVACOP) 39 . The total absorption costing principle is 
used - the full cost of overheads and support services are shared between users in 
proportion to the benefits received, with the exception of: 

■ Corporate and Democratic Core - costs relating to the Council's status as a multi- 
functional, democratic organisation; and 

■ Non-Distributed Costs - the cost of discretionary benefits awarded to employees retiring 
early and any depreciation and impairment losses chargeable on non-operational 
properties. 

These two cost categories are defined in BVACOP and accounted for as separate headings 
in the Comprehensive Income and Expenditure Statement. 

18. PFI schemes 

PFI contracts are agreements to receive services, where the responsibility for making 
available the property, plant and equipment needed to provide the services passes to the PFI 
contractor. As the Council is deemed to control the services that are provided under its PFI 
schemes and as ownership of the property, plant and equipment will pass to the Council at 
the end of the contracts for no additional charge, the Council carries the assets used under 
the contracts on its Balance Sheet as part of Property, Plant and Equipment. 

Gateshead Schools PFI 

This private finance initiative scheme provides for seven new schools, all of which became 
operational in 2007/08 and 2008/09. The contract with Pinnacle Schools (Gateshead) Limited 
has an end date of August 2033. 

The original recognition of these assets at fair value (based on the cost to purchase the 
property, plant and equipment) was balanced by the recognition of a liability for amounts due 
to the scheme operator to pay for the capital investment. The liability was reduced by an 
initial capital contribution of £5m. 

Non-current assets recognised on the Balance Sheet are revalued and depreciated in the 
same way as property, plant and equipment owned by the Council, with the exception of St 
Joseph's Roman Catholic Primary School (which is controlled by the Diocese, and as such 
will be shown on their balance sheet). 

The amounts payable to the PFI operator (Pinnacle Schools (Gateshead) Limited) each year 
are analysed into the following elements: 

■ Fair value of the services received during the year - debited to the relevant service in 
the Comprehensive Income and Expenditure Statement; 



This becomes the Service Reporting Code of Practice from 201 1/12. 
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■ Finance cost - an interest charge on the outstanding Balance Sheet liability, debited to 
the Financing and Investment Income and Expenditure line in the Comprehensive 
Income and Expenditure Statement; 

■ Contingent rent - increases in the amount to be paid for the property arising during the 
contract, debited to the Financing and Investment Income and Expenditure line in the 
Comprehensive Income and Expenditure Statement; and 

■ Payment towards liability - applied to write down the Balance Sheet liability towards the 
PFI operator (the profile of write-downs is calculated using the same principles as for a 
finance lease). 

19. Property, plant and equipment 

Assets that have physical substance and are held for use in the production or supply of 
goods or services, for rental to others or for administrative purposes and that are expected to 
be used during more than one financial year are classified as property, plant and equipment. 

■ Recognition - Expenditure on the acquisition, creation or enhancement of property, 
plant and equipment is capitalised on an accruals basis, provided that it is probable that 
the future economic benefits or service potential associated with the item will flow to the 
Council and the cost of the item can be measured reliably. Expenditure that maintains 
but does not add to an asset's potential to deliver future economic benefits or service 
potential (i.e. repairs and maintenance) is charged as an expense when it is incurred. 

■ Measurement - Property, Plant and Equipment are valued on the basis recommended 
by CIPFA and in accordance with the Royal Institution of Chartered Surveyors (RICS) 
Valuation Standards (6 th edition). 

Assets are then carried in the Balance Sheet using the following measurement bases: 

■ Infrastructure assets, community assets and assets under construction (excluding 
investment property) are included in the Balance Sheet at historical cost, net of 
depreciation, where appropriate; 

■ Dwellings are measured at fair value, determined using the basis of existing use value 
for social housing (EUV-SH); and 

■ All other classes of asset are measured at fair value. For land and buildings, the fair 
value is considered to be the amount that would be paid for the asset in its existing use. 

Assets included in the Balance Sheet at current value are revalued where there have 
been material changes in the value, but as a minimum every five years. Increases in 
valuations are matched by credits to the Revaluation Reserve to recognise unrealised 
gains. Exceptionally, gains might be credited to the Comprehensive Income and 
Expenditure Statement where they arise from the reversal of an impairment loss 
previously charged to a service revenue account. 

The Revaluation Reserve contains revaluation gains recognised since 1 April 2007, the 
date of its formal implementation. Gains arising before that date have been consolidated 
into the Capital Adjustment Account. 

Valuations are carried out on a rolling programme basis, with 20% of assets (by 
quantity) valued each year. This provides a full revaluation every five years, in line with 
statutory requirements. In addition, HRA dwellings, the Civic Centre and other major 
assets are valued annually. 

The housing stock is valued on the basis of EUV-SH. In accordance with government 
guidance on housing resource accounting, a sample of properties was chosen to be 
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representative of each type of property and were valued as 'beacons'. The full valuation 
was obtained by extrapolating these beacon values across the whole housing stock. 
These beacon values are reviewed annually to reflect movements in property market 
values. 

Valuations are carried out by the Council's valuation officer, D Gillbanks BSc(Hons) 
FRICS IRRV. 

■ Impairment - Assets are assessed at each year-end as to whether there is any 
indication that an asset may be impaired. Where indications exist and any possible 
differences are estimated to be material, the recoverable amount of the asset is 
estimated and, where this is less than the carrying amount of the asset, an impairment 
loss is recognised for the shortfall. 

Where impairment losses are identified, they are accounted for by: 

■ where there is a balance of revaluation gains for the asset in the Revaluation 
Reserve, the carrying amount of the asset is written down against that balance (up 
to the amount of the accumulated gains) 

■ where there is no balance in the Revaluation Reserve, the carrying amount of the 
asset is written down against the relevant service line(s) in the Comprehensive 
Income and Expenditure Statement 

Where an impairment loss is reversed subsequently, the reversal is credited to the 
relevant service line(s) in the Comprehensive Income and Expenditure Statement, up to 
the amount of the original loss, adjusted for depreciation that would have been charged 
if the loss had not been recognised. 

■ Disposal of Assets - when an asset is disposed of or decommissioned, the carrying 
amount of the asset in the Balance Sheet (whether Property, Plant and Equipment or 
Assets Held for Sale) is written off to the Other Operating Expenditure line in the 
Comprehensive Income and Expenditure Statement as part of the gain or loss on 
disposal. Any receipts from disposals are credited to the same line in the 
Comprehensive Income and Expenditure Statement also as part of the gain or loss on 
disposal. Any revaluation gains accumulated for the asset in the Revaluation Reserve 
are transferred to the Capital Adjustment Account. 

Income from the disposal of fixed assets is accounted for on an accruals basis and 
amounts received for a disposal in excess of £10,000 are categorised as capital 
receipts. A proportion of receipts relating to housing disposals (75% for dwellings, 50% 
for land and other assets, net of statutory deductions and allowances) is payable to the 
government. The balance of receipts is credited to the capital receipts reserve, and can 
then only be used for new capital investment or set aside to reduce the Council's 
underlying need to borrow (the capital financing requirement). 

Receipts are appropriated to the Reserve from the General Fund balance in the 
Movement in Reserves Statement. 

The written-off value of disposals is not a charge against council tax, as the cost of non- 
current assets is fully provided for under separate arrangements for capital financing. 
Amounts are appropriated to the Capital Adjustment Account from the General Fund 
balance in the Movement in Reserves Statement. 
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■ Depreciation - IAS 16 Property, Plant and Equipment requires depreciation to be 
provided for all non-current assets with a finite useful life (which is determined at the 
time of acquisition or revaluation) according to the following policy: 

■ A full year's depreciation is charged on newly acquired assets in the year of 
acquisition, although assets in the course of construction are not depreciated until 
they are brought into use; 

■ Depreciation is calculated using the straight-line method; 

■ Generally, assets are depreciated in accordance with the following estimate of useful 
lives: 

Computer and other equipment: 3-1 years 

■ Vehicles: 3-1 years depending on make, model and use 

■ Buildings: 20-50 years depending on use, construction type and condition 

■ Infrastructure Assets: straight-line over 30 years 
- Council dwellings: 50 years 

■ Gateshead Millennium Bridge: 120 years 

An exception to the above policy is made for assets without a determinable finite useful 
life such as land, which is not depreciated. 

Another requirement of IAS 16 is that separate charges are made for the depreciation of 
major components of a single asset, where significant components of the asset have 
materially different useful economic lives. The Council has split its assets into separate 
components where the following criteria are met: 

The total asset has a value greater than £1 million; 

The component has a value of greater than 20% of the total asset; 

The component has a useful life which differs by 1 years or more from any other 

component of the asset. 

Revaluation gains are also depreciated, with an amount equal to the difference between 
current value depreciation charged on assets and the depreciation that would have 
been chargeable based on their historical cost being transferred each year from the 
Revaluation Reserve to the Capital Adjustment Account. 

20. Provisions, Contingent Assets and Contingent Liabilities 
Provisions 

Provisions are made where an event has taken place that gives the Council a legal or 
constructive obligation that probably requires settlement by a transfer of economic benefits or 
service potential, and a reliable estimate can be made of the amount of the obligation. 

Provisions are charged as an expense to the appropriate service line in the Comprehensive 
Income and Expenditure Statement in the year that the Council becomes aware of the 
obligation, and measured at the best estimate at the Balance Sheet date of the expenditure 
required to settle the obligation, taking into account relevant risks and uncertainties. 

When payments are eventually made, they are charged to the provision in the Balance 
Sheet. Estimated settlements are reviewed at the end of each financial year - where it 
becomes less than probable that a transfer of economic benefits will now be required (or a 
lower settlement than anticipated is made), the provision is reversed and credited back to the 
relevant service. 



Gateshead Council Statement of Accounts 2010/11 



112 



Appendix 2: Accounting Policies 



Where some or all of the payment required to settle a provision is expected to be recovered 
from another party (e.g. from an insurance claim), this is only recognised as income for the 
relevant service if it is virtually certain that reimbursement will be received if the Council 
settles the obligation. 

The provisions made by the Council are reflected in Note 29 to the Core Financial 
Statements. 

Contingent Liabilities 

A contingent liability arises where an event has taken place that gives the Council a possible 
obligation whose existence will only be confirmed by the occurrence or otherwise of uncertain 
future events not wholly within the control of the Council. Contingent liabilities also arise in 
circumstances where a provision would otherwise be made but either it is not probable that 
an outflow of resources will be required or the amount of the obligation cannot be measured 
reliably. 

Contingent liabilities are not recognised in the Balance Sheet but disclosed in a note to the 
accounts. 

Contingent Assets 

A contingent asset arises where an event has taken place that gives the Council a possible 
asset whose existence will only be confirmed by the occurrence or otherwise of uncertain 
future events not wholly within the control of the Council. 

Contingent assets are not recognised in the Balance Sheet but disclosed in a note to the 
accounts where it is probable that there will be an inflow of economic benefits or service 
potential. 

21 . Reserves 

The Council sets aside specific amounts as reserves for future policy purposes or to cover 
contingencies. When expenditure to be financed from a reserve is incurred, it is charged to 
the appropriate service in that year to score against the Surplus/Deficit on the Provision of 
Services in the Comprehensive Income and Expenditure Statement. The reserve is then 
appropriated back into the General Fund balance in the Movement in Reserves Statement so 
that there is no net charge against council tax for the expenditure. 

Certain reserves are kept to manage the accounting processes for non-current assets, 
financial instruments and retirement benefits that do not represent usable resources for the 
Council. 

22. Revenue expenditure funded from capital under statute 

Expenditure incurred during the year that may be capitalised under statutory provision but 
does not result in the creation of a non-current asset has been charged as expenditure to the 
relevant service in the Comprehensive Income and Expenditure Statement in the year. 
Where the Council has determined to meet the cost of this expenditure from existing capital 
resources or by borrowing, a transfer in the Movement in Reserves Statement from the 
General Fund to the Capital Adjustment Account then reverses out the amounts charged so 
that there is no impact on the level of council tax. 

23. Value Added Tax 

VAT is included in the Comprehensive Income and Expenditure Statement only to the extent 
that it is irrecoverable from HM Revenue and Customs. 
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24. Work in progress (construction contracts) 

The work in progress shown in the accounts represents the cost price of private rechargeable 
works being undertaken by the Council, which will ultimately be charged to outside parties. 
The amount at which work in progress is included in the accounts is cost less any 
foreseeable losses and progress payments received. 
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Appendix 3: Annual Governance 

Statement 

Scope of responsibility 

The Council is responsible for ensuring that its business is conducted in accordance with the 
law and proper standards, and that public money is safeguarded and properly accounted for, 
and used economically, efficiently and effectively. The Council also has a duty under the 
Local Government Act 1999 to make arrangements to secure continuous improvement in the 
way in which its functions are exercised, having regard to a combination of economy, 
efficiency and effectiveness. 

In discharging this overall responsibility, the Council is responsible for putting in place proper 
arrangements for the governance of its affairs facilitating the effective exercise of its functions 
and which includes arrangements for the management of risk. 

The Council has approved and adopted a code of corporate governance, which is consistent 
with the principles of the CIPFA/SOLACE Framework Delivering Good Governance in Local 
Government. A copy of the code is on our website 40 . 

This statement explains how the Authority has complied with the Code and also meets the 
requirements of regulation 4(2) of the Accounts and Audit (England) Regulations 201 1 . 

The purpose of the governance framework 

The governance framework comprises the systems and processes, and culture and values, 
by which the Council is directed and controlled and its activities through which it accounts to, 
engages with and leads the community. It enables the Council to monitor the achievement of 
its strategic objectives and to consider whether those objectives have led to the delivery of 
appropriate, cost-effective services. 

The system of internal control is a significant part of that framework and is designed to 
manage risk to a reasonable level. It cannot eliminate all risk of failure to achieve policies, 
aims and objectives and can therefore only provide reasonable and not absolute assurance 
of effectiveness. The system of internal control is based on an ongoing process designed to 
identify and prioritise the risks to the achievement of the Council's policies, aims and 
objectives, to evaluate the likelihood of those risks being realised and the impact should they 
be realised, and to manage them efficiently, effectively and economically. 

The governance framework has been in place at the Council for the year ended 31 March 
201 1 and up to the date of approval of the statement of accounts. 

The governance framework 

A clear statement of the purpose and vision for Gateshead is set out in Vision 2030 owned by 
the Gateshead Strategic Partnership and published on the Council's website. The Council's 
objectives for the next three years are set out in the Corporate Plan, which documents the 
Council's role, working with its partners, in supporting the delivery of the Sustainable 
Community Strategy. These are translated into more specific aims and objectives in the 
service plans which each Council service prepares annually. The achievement of these 
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objectives is monitored by individual services and at a strategic level by the Cabinet and 
Overview and Scrutiny Committees. 

During 2009 consultation took place with key stakeholders to ensure the ideas originally 
developed in 2007 were still the most important ones and what the priorities should be for the 
next three years. This included the distribution of 10,000 consultation documents, 58 
consultation events and articles in the Council News and key partners' publications. 

The Council has a corporate performance management framework through which quality 
of service is measured via corporate performance indicators which in turn are reported 
through the Annual Report. Performance is monitored by group and service management 
teams and scrutinised on a six-monthly basis by Overview and Scrutiny Committees, who 
report areas of concern to Cabinet. The Council has a performance management ICT system 
which brings together performance indicators, action and financial information to provide real 
time reporting. With changes to the national performance framework, the Council is 
redesigning its performance management framework to ensure it is effective, fit for purpose 
and sustainable. 

The Council's programme for securing continuous improvement in its services is set out in 
the Corporate Plan. Actions for improvement are drawn from a variety of sources including 
the Council's own scrutiny and PACE reviews (which apply Best Value principles) and 
external inspections. The Council also considers issues arising from performance 
management, consultation exercises and service improvements identified by the Council's 
complaints and compliments procedure. An annual assessment of performance, detailing 
future actions required, is set out in the Annual Report. 

The behaviour of Councillors is regulated through a Code of Conduct (approved by 
Parliament) which is supported by a number of protocols applying the principles of the Code 
to specific areas of Council activity. In addition, the Council's Standards Committee has the 
duty of maintaining high standards of conduct throughout the council and arranging training 
on ethical matters. In support of open and transparent accountability arrangements 
complaints can be made to the Standards Board for England where it is considered that a 
Councillor has not followed the Code of Conduct. This regime is currently under review 
nationally with a view to it being replaced; however it has remained in place throughout 
2010/11. Employees are also subject to a Code of Conduct and number of specific policies 
(e.g. on bullying and harassment) as set out in the Employee Handbook. Advice on these 
matters is embedded in training courses such as Modern Gateshead Management. 

Policy and decision making are facilitated by a clear framework of delegation set out in the 
Council's Constitution. This sets out, among other things, where responsibility lies for 
developing and delivering policy, and for taking decisions. The Constitution provides for 
extensive delegation to officers but within a policy framework laid down by the Council, and 
with the more significant executive decisions being taken by the Leader and Cabinet. 

Risk management is embedded in the Council through a Corporate Risk Management Policy 
which includes the requirement to identify strategic and operational risks, assess those risks 
for likelihood and impact, identify mitigating controls and allocate responsibility for those 
controls. The Council maintains and reviews a register of its business risks, linking them to 
strategic business objectives and assigning ownership for each risk. Risk management 
awareness is an integral part of the Council's employee/management competency framework 
and a comprehensive training programme has been developed for employees at all levels. 
The Chairman of the Audit Committee, Councillor John Hamilton is the designated member 
Risk Champion for the Council. The Audit Committee receives quarterly reports on risk 
management and takes appropriate action to ensure that corporate business risks are being 
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actively managed; the Committee also receives the annual corporate risk management report 
and agrees the effectiveness of the Council's risk management arrangements. 

The Strategic Director, Finance and ICT is designated as the responsible officer for the 
administration of the Council's financial affairs under section 151 of the Local Government 
Act 1972. This includes ensuring the lawfulness and financial prudence of decision-making; 
providing advice, particularly on financial impropriety and budget issues; giving financial 
information; and acting as the Council's money laundering reporting officer. It also extends to 
ensuring the financial arrangements in place conform to the governance requirements of the 
CIPFA Statement on the Role of the Chief Financial Officer in Local Government (2010). 

The Audit Committee reviews and approves the Council's Code of Governance; the original 
code was reviewed by the Audit and Standards Committees and approved by the full Council 
following referral from the Cabinet. The terms of reference for the Audit Committee state it 
will "consider the effectiveness of the Council's risk management arrangements, the internal 
control environment and associated anti-fraud and anti-corruption arrangements". The 
Committee reviews control and governance issues relating to the Council and submits an 
annual report to the Cabinet and Council, based on its activity over the year and the Annual 
Governance Statement. 

Compliance with established policies, procedures, laws and regulations is ensured by the 
requirement in the Constitution to give the Chief Executive, the Monitoring Officer and the 
Chief Finance Officer the opportunity to comment on every report submitted to a decision- 
making body. The Monitoring Officer has a legal duty to ensure the lawfulness and fairness 
of decision-making. 

The Council maintains an independent Internal Audit Service. The Internal Audit Service is 
required to objectively examine, evaluate and report upon the adequacy of the control 
environment as a contribution to the proper, economic, efficient and effective use of the 
Council's resources. This is achieved through the delivery of a risk based annual audit plan 
which is agreed by the Audit Committee and monitored on a quarterly basis. The Chief 
Internal Auditor also prepares an annual report based on the work of the Internal Audit 
Service which provides an independent and objective opinion on the Council's control 
environment based on the work undertaken by the Internal Audit Service throughout the year. 

The Council has a Human Resources Strategy, which enables managers to realise the full 
potential of their team and employees participate in a regular review of their achievement and 
development needs. The Council's 'whistle blowing' procedure is set out in the employee 
handbook and contact details are on the web-site. Responsibilities for investigation of 
allegations are set out in the Council's Fraud and Corruption Policy. 

The Council is committed to the learning, training and development of all of its Councillors. A 
Learning and Development Policy for Councillors was agreed by Cabinet and is included as 
part of the Councillor Handbook. All councillors are encouraged to take the opportunity to 
draw up a Personal Development Plan (PDP) which is monitored on an annual basis. The 
PDP helps to identify areas where individuals would like extra training or development. 
Tailored training courses are available for Councillors in specific areas including Local 
Government Finance, Ethics & Probity and Risk Management. An induction programme also 
exists for new Councillors. 

The Council is pro-active in its approach to community engagement with all stakeholders. 
The aim is to ensure all local people are well informed about the Council; actively involved in 
influencing what happens in their local area and ensuring delivery of the services that meet 
the needs of local people. 
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A partnership register is maintained which is updated on an annual basis. Examples of 
partnerships on the register include the Gateshead Strategic Partnership, the Local 
Safeguarding Children Board and the Health and Social Care Partnership. A risk assessment 
model has been developed to assess the strength of each partnership arrangement in 
respect of governance, financial arrangements, reputation and delivery. The most significant 
partnerships to the Council have been identified from the Partnership Register and risk 
assessments have been completed for each of these. 

Review of effectiveness 

The Council has responsibility for conducting, at least annually, a review of the effectiveness 
of its governance framework including the system of internal control. The review of 
effectiveness is informed by Cabinet Members, the work of managers within the Council who 
have responsibility for the development and maintenance of the governance environment, 
the Chief Internal Auditor's annual report, and also by comments made by external auditors 
and other review agencies and inspectorates. 

The review of the effectiveness of governance arrangements is informed by: 

■ The opinion of the Leader and members of the Cabinet; 

■ The work of managers within the Council; 

■ The effectiveness and work of Internal Audit, incorporating the Internal Audit Service 
and the Audit Committee; 

■ Corporate Risk Management; 

■ Performance Management and Data Quality information; 

■ The external auditor in his annual audit letter and other reports; 

■ Assurance from the Strategic Director, Legal and Corporate Services on the operation 
of Council's Legal and Regulatory Framework; 

■ Assurance from the Strategic Director, Finance and ICT on the operation of the 
Council's financial controls; and 

■ Partnerships arrangements. 

The Council's Constitution sets out the role of the Leader and Cabinet as follows: 

■ To lead change and make recommendations for change to the Council, in consultation 
with a wide range of stakeholders; 

■ To ensure that the Council's priorities within the policy framework and budget are 
implemented, making decisions within that framework where appropriate; 

■ To monitor the implementation of the budget and policy framework through taking a 
lead role on Best Value and through co-ordination with the overview and scrutiny role; 
and 

■ To provide a public face on specific issues. 

The Council's Code of Corporate Governance is reviewed regularly and was last approved 
by the Audit Committee on 24 January 201 1 . A report was presented to the Audit Committee 
of 20 June 2011 in which Members of the Cabinet identified that they felt reliance could be 
placed on the Council's corporate governance arrangements when carrying out their roles. 

Heads of Service have carried out self assessments of the processes, controls and 
governance arrangements they have in place to allow them to achieve their service 
objectives. A report was submitted to the Audit Committee on 20th June 2011, which 
concluded that based on the self assessments Heads of Service agreed that effective 
controls were in place. 
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The Chief Internal Auditor reports to the Council's Strategic Director, Finance and ICT, but in 
order to ensure independence has direct access to the Chief Executive, Strategic Director, 
Legal and Corporate Services (Monitoring Officer), and the Audit Committee. A review of the 
effectiveness of Internal Audit, incorporating the Internal Audit Service and the Audit 
Committee, has been undertaken and was reported to the Audit Committee of 20th June 
201 1 . This concluded that the Council's system of internal audit is considered to be effective, 
which in turn allows the opinion of the Chief Internal Auditor to be relied upon. 

The Chief Internal Auditor provides an independent opinion on the adequacy and 
effectiveness of the system of internal control, which is incorporated in the Annual Internal 
Audit Report to the Audit Committee. This opinion is based on audit reviews undertaken 
during the year which found all systems reviewed to be operating well or satisfactorily, 
except in seventeen cases where significant weaknesses were identified. Thirteen of these 
cases were in specific separate areas. Four of these audits were directly related to the 
qualification of the Annual Governance Statement for 2009/10 and are as follows: 

■ Commissioning 

■ Personal Budgets 

■ Panel Governance (Disabilities) 

■ Financial Assessment of Adult Care Clients 

These audits have been followed up in the last quarter of 2010/11 and the first quarter of 
2011/12. Final reports have now been issued which concluded that controls are now 
satisfactory as a result of the progress that has been made. Despite this there are certain 
actions that remain outstanding and as a result the overall opinion, as reported to the Audit 
Committee of 20 June 2011, is that the Council's internal control systems and governance 
arrangements are considered to be effective with the exception of certain specific systems 
operating within the areas of Adult Social Care and Financial Services. These outstanding 
issues are reflected in the current action plan set out below. 

The Annual Risk Management Report was presented to the Audit Committee on 20 June 
201 1 , in which it was concluded that risk management arrangements are effective. 

Regular reports on performance management information and data quality have been 
considered by Overview and Scrutiny Committees and Cabinet over the course of the year. 
Based on the information provided during the year and internal reviews of data quality, 
effective controls are in place. 

Assurance on the effectiveness of the Council's legal and regulatory framework has been 
provided by the Strategic Director, Legal and Corporate Services, who as Monitoring Officer 
has a legal duty to ensure the lawfulness and fairness of decision-making within the Council. 
Compliance with established policies, procedures, laws and regulations is ensured by the 
requirement in the Constitution to give the Chief Executive, the Monitoring Officer and the 
Chief Finance Officer the opportunity to comment on every committee report submitted to a 
decision-making body. The effectiveness of this framework allowed the Monitoring Officer in 
2009/10 to raise concerns in respect of weaknesses identified in the area of Adult Social 
Care, notably around contract management, commissioning and compliance with the 
Council's Contract Procedure rules. Outstanding issues continue to be reflected in the 
current action plan set out below. 

Assurance on the effectiveness of the Council's financial controls has been provided by the 
Strategic Director, Finance and ICT (Chief Financial Officer) who is designated as the 
responsible officer for the administration of the Council's financial affairs under section 151 of 
the Local Government Act 1972. Effective systems are in place to ensure the lawfulness and 
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financial prudence of decision-making and to fully discharge the responsibilities of the role. 
The financial arrangements in place conform to the governance requirements of the CIPFA 
Statement on the Role of the Chief Financial Officer in Local Government (2010). 

Heads of Service review partnerships within their service plans on an annual basis. As 
partners are key to the delivery of the Council's objectives assurance of their control and 
governance systems is required. Heads of Service have also been required to provide 
assurance on governance arrangements through self-assessments and returns to the 
Partnership Officer. A report was submitted to the Audit Committee on 20th June 201 1 , 
which concluded that based on the self assessments and evidence of other governance 
arrangements partnerships were found to be operating effectively. 

The results of the review of the Council's governance arrangements, including the internal 
control environment, have concluded that it is effective with the exception of certain specific 
systems and arrangements operating within Adult Social Care and Financial Services. These 
issues were originally raised as part of the 2009/10 Annual Governance Statement and 
progress has been set out in the action plan below. 

We have been advised on the implications of the result of the review of the effectiveness of 
the governance framework by the Audit Committee and a plan to address weaknesses and 
ensure continuous improvement of the system is in place. 



Significant governance issues 

Actions implemented within the last 12 months, currently underway and proposed future 
actions to deal with significant governance issues and their target implementation dates are: 



Action for Improvement 


Original Deadline 
for Implementation 


Progress at 31 May 2011 


1 . Develop a database of all 
commissioned arrangements 
to include type of provision, 
name of provider, date of 
commencement, date of 
expiry and contract review 
dates. 


September 2010 


Not yet implemented. Workload 
pressures in the Service resulted in 
the appointment of an external 
provider to develop a database. 
The original provider could not 
meet the required specification but 
plans are now in place, through an 
alternative provider, to bring 
together all arrangements in one 
place. As a result expected 
implementation is now September 
2011. 


2. Identify all contractual 
arrangements that are 
currently in place. 


August 2010 


Not implemented. Linked to actions 
1 and 4. All arrangements not 
currently supported by written 
contracts to be identified by 
September 2011. 


3. Develop a checklist of 
clauses that should be 
included in all contracts for 
adult social care provision for 
inclusion in all new 
contractual arrangements. 
This should include how 


Draft clauses to be 
agreed by 
September 2010 


Implemented 
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safeguarding plans are to be 
monitored. 






4. Revise existing contracts to 
include at next possible 
review stage. 


Ongoing 


Ongoing. A model contract has 
been used in the domiciliary care 
re-tender which can be used on a 
template basis in all future reviews 
of contractual arrangements. Draft 
contracts have also been prepared 

in rpQnppt nf inHpnpnrlpnt li\/inn 
hi i cofJC-oL ui ii iucjjci iuci 1 1 ii vii ly 

arrangements (using the above 
model basis) and residential and 
nursing care. 


5. Ensure supporting 
documentation is provided by 
clients receiving individual 
budgets and direct payments 
to validate all expenditure 
incurred. 


August 2010 


Implemented. Effective "chase 
process" now in place by Financial 
Services. Where clients still do not 
return supporting documentation at 
the end of this process they are 
referred back to Adult Social Care 
to arrange a reassessment of their 
ability to manage a Personal 
Budget or Direct Payment. 

Implemented 


6. Continuously review and 
investigate clients with high 
credit balances. 


November 2010 




7. Develop the existing written 
procedures and systems to 
include controls, roles and 

cponnnciihilitipc; nf all <;taff 

involved in the award and 
monitoring of personal 
budgets. 


November 2010 


Implemented. New 
recommendation made at follow up 
audit that the respective Heads of 

fiprvipp c;hmilrl tpppivp a mnnthlv 

control return to highlight case 
numbers, values and key issues. 


8. Develop clear written 
guidelines for the 
administration and operation 
for the awarding of care 
packages through the Panel 
responsible for clients with 

HiQahilitipQ inHiiHinn 

arrangements for approval of 
care in emergency cases. 


June 2010 


Implemented 


9. Ensure all awards of 
personal budgets are 
reviewed at least annually 
and Drioritise outstandina 
reviews for existing clients. 


Outstanding reviews 
completed by 
November 2010 


Part implemented - There were 166 
outstanding reviews as at January 
201 1 . As at the end of May 201 1 
there are 16 outstandina cases to 
be reviewed and 37 where 
documentation needs finalising 
following a review. All are to be 
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completed by the end of June 

c.\J I I . OyoltJlIlo IUI pi tJVtJI I L 1 1 iy oUL.ll 

a back log in the future will be 
reviewed by Internal Audit prior to 
this action being fully signed off 


10. Review all arrangements 
in both Commissioning and 
panel processes to ensure 
compliance with the Council's 

f^nntria^t Prrv^oHi iro Ri iloc 
wuiiiicioi nuocuuic nuico. 


August 2010 


Part implemented. Procedure now 
exists to consolidate the 
commissioning of services. This 
procedure is to be rolled out by 

juiy i i . n uoc7Uui t; i it?t;Uo 

embedding and testing by Internal 
Audit prior to this action being fully 
signed off. 


1 1 . Review current systems in 
operation for the financial 
assessment of adult social 

porp plipntc; a<; nart nf trip 

UUI C wl 1^71 1 LO UO UUI I Ul 11 IU 

consolidation arrangements 
under the Fit for Future 
programme. 


August 2010 


Part implemented. Remaining 
financial assessments and 
standardisation of recording and 
mnnitnrinn ^vstpmt; tn hp 

1 1 iilwi ii iy oyoLui 1 10 Lv 

addressed by July 201 1 . 



We propose over the coming year to take steps to address the above matters to further 
enhance our governance arrangements. We are satisfied that these steps will address the 
need for improvements that we identified in our review of effectiveness and will monitor their 
implementation and operation as part of our next annual review. 



Signed by: 
Leader of the Council 




Date: 28 June 201 1 




Date: 27 June 201 1 



Chief Executive 
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[to be added post-audit] 
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Accounting policies are those principles, bases, conventions, rules and practices applied 
by an entity that specify how the effects of transactions and other events are to be reflected 
in its financial statements through: 

(i) recognising; 

(ii) selecting measurement bases for; and 

(iii) presenting assets, liabilities, gains, losses and changes to reserves. 
Accounting policies do not include estimation techniques. 

Accounting policies define the process whereby transactions and other events are reflected 
in financial statements. For example, an accounting policy for a particular type of 
expenditure may specify whether an asset or a loss is to be recognised; the basis on which 
it is to be measured; and where in the Comprehensive Income and Expenditure Statement 
or Balance Sheet it is to be presented. 

Accruals: the accruals basis of accounting requires that the non-cash effects of 
transactions be recognised in the period that they affect, rather than when cash is paid or 
received. An accrual is a sum included in the final accounts to cover income or expenditure 
attributable to an accounting period for goods supplied and received or works done, but for 
which payment has not been made / received by the end of the period. 

Accumulated Absences Account See Note 16. 

Acquired operations are those operations of the Council that are acquired in the period. 

Actuarial gains and losses: for a defined benefit pension scheme, the changes in 
actuarial deficits or surpluses that arise because: 

■ events have not coincided with the actuarial assumptions made for the last valuation 
(experience gains and losses); or 

■ the actuarial assumptions have changed. 

Amortisation is the process of writing-off an intangible asset over its projected life. It is 
analogous to depreciation of tangible non-current assets. 

Appropriations are transfers to/from the Council's reserves from the Comprehensive 
Income and Expenditure Statement or the HRA. In addition, appropriations include the 
reconciling transactions needed to convert expenditure to amounts required from council 
tax. 

Area based grant is a general (non-ringfenced) grant allocated directly to local authorities 
from DCLG as additional revenue funding to areas. It is allocated according to specific 
policy criteria rather than general formulae (see also Formula Grant). 

Assets: an asset is "a resource controlled by the entity as a result of past events and from 
which future economic benefits are expected to flow to the entity" (IASB definition). Current 
assets change in value on a day-to-day basis (e.g. cash, stocks, and work in progress). 
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Non-current assets yield benefit to the Council and the services it provides for a period of 
more than one year (e.g. land and buildings). 

Available for sale assets are non-operational assets that meet the following criteria: 

■ They are available for immediate sale in their present condition subject to terms that are 
usual and customary for sales of such assets (or disposal groups). 

■ The sale is highly probable, with the Council committed to a plan to sell the asset 

■ An active programme to locate a buyer and complete the plan has been initiated 

■ The asset (or disposal group) must be actively marketed for a sale at a price that is 
reasonable in relation to its current fair value. The sale should be expected to qualify for 
recognition as a completed sale within one year of the date of classification and action 
required to complete the plan should indicate that it is unlikely that significant changes 
to the plan will be made or that the plan will be withdrawn. 

Augmentation is the term for purchasing added years' pension contributions for an 
employee. It is a cost to the Council, and is usually incurred when an employee retires 
early; it is similar to strain on the fund payments. 

Bad debts and bad debt provisions: bad debts are those debts which are uncollectable, 
due to debtors going bankrupt or absconding; bad debt provisions are funds set aside to 
provide for debtors failing to pay. 

Best Value provides a framework for the planning, delivery and continuous improvement of 
Council services. The overriding purpose is to establish a culture of good management in 
local government for the delivery of efficient, effective and economic services that meet the 
users' needs. 

Under best value, the Council has a duty to "make arrangements to secure continuous 
improvement in the way in which its functions are exercised, having regard to a 
combination of economy, efficiency and effectiveness". This improvement involves 
consideration of costs, making the most of money spent, and making sure that services 
meet the needs of communities and authorities' priorities. 

Best Value Accounting Code of Practice (BVACOP) provides guidance on financial 
reporting to ensure data consistency and comparability. It was introduced in response to 
the demands placed upon local authorities to secure and demonstrate Best Value in the 
provision of services to the community. 

Budgets are statements defining the Council's policies over a specified period of time in 
terms of finance. The budget also includes statements about the use of other resources 
(e.g. numbers of staff) and the methods of financing expenditure. 

Capital Adjustment Account See Note 16. 

Capital charges are charges to the Comprehensive Income & Expenditure to reflect the 
cost of using assets. They are based upon depreciation, which represents the cost of using 
the asset. 

Capital expenditure is expenditure on the acquisition of a non-current asset or 
expenditure which adds to and not merely maintains the value of an existing non-current 
asset. 
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Capital grants and contributions are funds provided by the government or other bodies 
to undertake work of a capital nature (i.e. to create a non-current asset). 

Capital grants unapplied See Note 16. 

Capital receipts are proceeds from the sale of Council-owned land and buildings or from 
the repayment of loans and advances. A major element of the Council's capital receipts is 
from the sale of council dwellings under the "Right to Buy" legislation 41 . 

Capital receipts reserve see Note 16. 

Capitalisation directions: these occur when government, exceptionally, permits local 
authorities to treat revenue costs as capital, relaxing the general rule that revenue costs 
should be met from revenue resources. Such permissions, given through capitalisation 
directions, are issued by the Secretary of State under section 16(2)(b) of the Local 
Government Act 2003. 

The effect of a direction is that specified revenue expenditure becomes treated as capital 
expenditure, so that instead of having to be charged to revenue, it may be funded from 
capital sources (e.g. borrowing or capital receipts), thereby increasing the Council's 
financial flexibility. 

Cash comprises cash on hand and demand deposits. 

Cash equivalents are short-term, highly liquid investments that are readily convertible to 
known amounts of cash and which are subject to an insignificant risk of changes in value. 

CIPFA (the Chartered Institute of Public Finance and Accountancy) provides guidance in 
the interest of public services. It is the professional body for accountants working in the UK 
public sector (and local government in particular). It provides financial and statistical 
information for local authority and other public sector bodies, and advises central 
government and other bodies on public finance. 

Collection Fund Adjustment Account See Note 16. 

Community assets are non-current assets that the Council intends to hold in perpetuity, 
that have no determinable useful life and which may have restrictions on their disposal (e.g. 
parks and historic buildings). 

Constructive obligation is an obligation that derives from an authority's actions where: 
by an established pattern of past practice, published policies or a sufficiently specific 
current statement, the authority has indicated to other parties that it will accept certain 
responsibilities, and as a result, the authority has created a valid expectation on the part of 
those other parties that it will discharge those responsibilities. 

Contingencies are funds set aside as a reserve to meet the cost of unforeseen items of 
expenditure, or shortfalls in income and to provide for inflation. This is not included in 
individual budgets because their precise value cannot be determined in advance. 

Contingent assets are possible assets arising from past events, whose existence will be 
confirmed only by the occurrence of one or more uncertain future events not wholly within 
the Council's control. 
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Contingent liabilities are either: 

■ possible obligations arising from past events whose existence will be confirmed only by 
the occurrence of one or more uncertain future events not wholly within the Council's 
control, or 

■ present obligations arising from past events where it is not probable that a transfer of 
economic benefits will be required or the amount of the obligation cannot be measured 
with sufficient reliability. 

Contributions are amounts owed to or by the Council for liabilities incurred. 

Corporate & democratic core comprises all activities that the Council engage in 
specifically because it is an elected, multi-purpose authority. The cost of these activities are 
thus over and above those which would be incurred by a series of independent, single- 
purpose, nominated bodies managing the same services. There is therefore no logical 
basis for apportioning these costs. 

Corporate governance is the system by which an organisation directs and controls its 
functions and relates them to its communities. 

Creditors are amounts owed by the Council for goods and services received but where 
payment has not been made at the end of the financial year (i.e. 31 March). Creditors also 
include receipts in advance, where the Council receives income from external bodies or 
individuals in advance of service provision (e.g. payment of 1 1/12 council tax bill in 10/11). 

Current assets are items that can readily be converted into cash. These include items 
such as cash, debtors (net of bad debt provisions), investments, stock and work in 
progress. 

Current liabilities are amounts owed to individuals or organisations that will be paid within 
twelve months of the Balance Sheet date. 

Current service cost (pensions) is the increase in the present value of a defined benefit 
scheme's liabilities expected to arise from employee service in the current period. 

Curtailments are pension adjustments which reduce the expected years of future service 
of current employees or eliminate the accrual of defined benefits for some or all of their 
future service. Gains or losses on curtailment must be immediately recognised. 

Debtors are amounts owed to the Council for goods and services supplied but where 
payment has not been received at the end of the financial year. The technical definition is: 
financial assets not traded in an active market with fixed or determinable payments that are 
contractual rights to receive cash or cash equivalents. 

Deferred capital receipts See Note 16. 

Deferred liabilities are liabilities that should have been paid to an individual or an 
organisation during the year but have been deferred to a later date. 

Defined benefit scheme is a pension or other retirement benefit scheme other than a 
defined contribution scheme. Usually, the scheme rules define the benefits independently 
of the contributions payable, and the benefits not directly related to the investments of the 
scheme. The scheme may be funded or unfunded. 
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Defined contribution scheme is a pension or other retirement benefit scheme into which 
an employer pays regular contributions fixed as an amount or as a percentage of pay and 
will have no legal or constructive obligation to pay further contributions if the scheme does 
not have sufficient assets to pay all employee benefits relating to employee service in the 
current and prior periods. 

Depreciation is the systematic allocation of the depreciable amount of a non-current asset 
over its useful life, and reflects the economic benefits consumed by the asset during the 
period. 

Discontinued operations are those that meet all of the following conditions: 

(a) The termination of the operation is completed either in the period or before the earlier of 
three months after the commencement of the subsequent period and the date on which 
the financial statements are approved. 

(b) The activities related to the operation have ceased permanently. 

(c) The termination of the operation has a material effect on the nature and focus of the 
local authority's operations and represents a material reduction in its provision of 
services resulting either from its withdrawal from a particular activity (whether a service 
or division of service or its provision in a specific geographical area) or from a material 
reduction in net expenditure in the Council's continuing operations. 

(d) The assets, liabilities, income and expenditure of operations and activities are clearly 
distinguishable physically, operationally and for financial reporting purposes. Operations 
not satisfying all these conditions are classified as continuing. 

Operations comprise services and divisions of service as defined in CIPFA's Standard 
Classification of Income and Expenditure. 

Discretionary benefits are retirement benefits, which the employer has no legal, 
contractual or constructive obligation to award and are awarded under the Council's 
discretionary powers, such as the Local Government (Discretionary Payments) Regulations 
1996. 

Earmarked Reserves See Note 1 6. 

Equal Pay Back Pay Account See Note 16. 

Estimates are amounts that the Council expects to spend or receive as income during an 
accounting period: 

■ Original Estimates are the estimates for a financial year approved by the Council 
before the start of the financial year. 

■ Revised Estimates are an updated revision of the estimates for a financial year 
prepared within the financial year. 

Estimation techniques are methods adopted by an entity to arrive at estimated monetary 
amounts, corresponding to the measurement bases selected, for assets, liabilities, gains, 
losses and changes to reserves. 

Estimation techniques implement the measurement aspects of accounting policies. A policy 
will specify the basis on which an item is to be measured; where there is uncertainty over 
the monetary amount corresponding to that basis, the amount will be arrived at by using an 
estimation technique. They include, for example: 
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(a) methods of depreciation, such as straight-line and reducing balance, applied in the 
context of a particular measurement basis, used to estimate the proportion of the 
economic benefits of a non-current asset consumed in a period; and 

(b) different methods used to estimate the proportion of debts that will not be recovered, 
particularly where such methods consider a population as a whole rather than 
individual balances. 

Events after the Balance Sheet date are those events, favourable and unfavourable, that 
occur between the Balance Sheet date and the date when the Statement of Accounts are 
authorised for issue. 

Exceptional items are material items which derive from events or transactions that fall 
within the ordinary activities of the authority and which need to be disclosed separately by 
virtue of their size or incidence to give fair presentation of the accounts. 

Expected rate of return on pension assets: for a funded defined benefit scheme, is the 
average rate of return, including both income and changes in fair value but net of scheme 
expenses, expected over the remaining life of the related obligation on the scheme. 

Fair value is the price at which it could be exchanged in an arm's length transaction less 
(where applicable) any grants receivable towards the purchase or use of the asset. 

Finance leases are leases that transfer substantially all the risks and rewards incidental to 
ownership of a non-current asset. Title may or may not eventually be transferred. 

Finance lease liabilities are equal to the net present value of minimum lease payments. 

Financial instruments are contracts that give rise to a financial asset of one entity and a 
financial liability or equity instrument of another entity. 

Financial Instruments Adjustment Account See Note 16. 

Formula grant is the general grant given to support local authority spending on services 
other than schools. It comprises revenue support grant and national non-domestic rates. In 
addition, authorities also receive a wide range of specific grants from government 
departments towards particular service areas or government initiatives (see area based 
grant). Central government support in total is known as aggregate external finance (AEF), 
comprising specific grants and formula grant. 

General Fund See Note 16. 

Grants are assistance by other bodies in the form of cash or transfers of assets to the 
Council in return for past or future compliance with certain conditions relating to the 
activities of the Council. 

Grant determination is a schedule provided by a grant awarding body that indicates the 
funding to be awarded and any conditions or restrictions associated with the grant(s). 

Government grant is assistance by government, inter-government agencies and similar 
bodies, whether local, national or international, in the form of cash or transfers of assets to 
the Council in return for past or future compliance with certain conditions relating to the 
activities of the Council. 
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Gross expenditure is the total cost of providing the council's services before taking into 
account income from government grants and fees and charges for services. 

Historical cost is the original monetary value of an asset. 

Housing Market Renewal (HMR) is a government initiative designed to tackle housing 
market failure in nine pathfinder areas across the north and midlands of England. The 
initiative will help improve areas that suffer from abandonment and poor quality or 
unpopular housing stock, creating sustainable communities that people will want to live, 
work and invest in. 

Housing Revenue Account (HRA) See Note 16. 

HRA subsidy is government grant paid to the Council towards the cost of providing, 
managing and maintaining dwellings and paying housing benefits to tenants. 

lASs (International Accounting Standards) are accounting pronouncements issued by 
the IASB. They have been adopted by the UK public sector in a move to make it more 
comparable with both the private sector and the international community as a whole. 

IASB (the International Accounting Standards Board) is the body that, in conjunction 
with the IFRS Foundation, issues international accounting standards (IFRSs, lASs, and 
IFRIC interpretations) 

IFRSs (International Financial Accounting Standards) are accounting pronouncements 
issued by the IASB. They have been adopted (or, in some cases, interpreted or adapted) 
by the UK public sector in an attempt to make it more comparable with both the private 
sector and the international community as a whole. 

Impairment is the amount by which the carrying value of an asset (i.e. its current value in 
the accounts) exceeds its recoverable amount, caused either by a consumption of 
economic benefits (e.g. obsolescence, damage or adverse change in statutory 
environment), or a general fall in prices. 

Infrastructure assets are non-current assets that are inalienable; expenditure on such 
assets is only recoverable through continued use of the asset. Examples of infrastructure 
assets are highways and footpaths. 

Intangible assets are identifiable, non-monetary, non-current assets without physical 
substance. Examples include software licences, patents and copyrights. 

Interest cost (pensions) is, for a defined benefit scheme, the expected increase during 
the period in the present value of the scheme liabilities because the benefits are one period 
closer to settlement. 

Investments are separated into the following categories: 

■ Long-term investments are investments intended to be held for use on a continuing 
basis in the activities of the Council for 365 days or more; and 

■ Short-term investments occur when surplus funds are invested for 364 days or fewer. 

Investments (Pension Fund) in the Local Government Pension Fund are accounted for in 
the statements of that fund. However, the Council is also required to disclose, as part of the 
disclosures relating to retirement benefits, the attributable share of pension scheme assets 
associated with the underlying obligations. 
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Investment properties are interests in land and/or buildings, in respect of which 
construction work and development have been completed, and which is held solely for its 
investment potential, with any rental income being negotiated at arm's length. 

Job evaluation is an obligation on councils introduced in the 2004 local government pay 
agreement, developed specifically to comply with equal value and equality principles. All 
jobs within the Council are subject to re-evaluation, with any reductions in pay subject to a 
period of protection (which is a liability to the Council for the duration of this period). 

Leases: leasing is the method of financing the provision of various capital assets to 
discharge the Council's functions outside normal borrowing procedures but within the 
criteria laid down in the Local Authorities (Capital Finance) Regulations. Leases are 
classified as either finance leases or operating leases. 

Levies 

Similar to precepts, these sums are paid to other bodies. However, these amounts are not 
collected through council tax as with precepting bodies; they are items of expenditure on 
the face of the Income and Expenditure Account. The bodies that charge a levy on the 
Council are the Tyne and Wear Integrated Transport Authority, the Environment Agency 
and the Tyne Port Health Authority. 

Liabilities are legally binding obligations to settle debts owed / commitments made. 

Liquid resources are current asset investments that can be readily disposed of by the 
Council without disrupting its business and are either readily convertible to known amounts 
of cash at or close to the carrying amount, or traded in an active market. 

Local Government Pension Scheme (LGPS) is a nationwide public sector pension 
schemes for employees working in local government. It is administered locally for 
participating employers through 99 regional pension funds. The Tyne and Wear Pension 
Fund manages the Council's pension assets and liabilities 42 . 

Long-term contract is a contract entered into for the design, manufacture or construction 
of a single substantial asset or the provision of a service (or a combination of assets or 
services which together constitute a single project), where the time taken substantially to 
complete the contract is such that the contract activity falls into different accounting 
periods. Some contracts with a shorter duration than one year should be accounted for as 
long-term contracts if they are sufficiently material to the activity of the period. 

Major Repairs Allowance is the main housing subsidy for the Council, based on the cost 
of maintaining council dwellings. 

Major Repairs Reserve See Note 16. 

Materiality: an item of information is material if its omission or misstatement from the 
accounts might reasonably affect the assessment of the Council's stewardship, economic 
decisions or comparison with other entities. Materiality is dependent on the size and nature 
of the item in question. 



See http://www.twpf.info for further information 
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Minimum lease payments are payments over lease term that lessee is or can be required 
to make, excluding contingent rent, costs for services and taxes to be paid by and 
reimbursed to the lessor, together with: 

(a) For a lessee, any amounts guaranteed by the lessee or by a party related to the 
lessee; or 

(b) For a lessor, any residual value guaranteed to the lessor by: 

(i) The lessee; 

(ii) A party related to the lessee; or 

(iii) A third party unrelated to the lessor that is financially capable of 
discharging the obligations under the guarantee. 

Net book value, or carrying amount, is the amount at which non-current assets are 
included in the Balance Sheet, i.e. their historical cost or current value less the cumulative 
amounts provided for depreciation / amortisation. 

Net current replacement cost is the cost of replacing or recreating a particular asset in its 
existing condition and in its existing use i.e. the cost of its replacement or of the nearest 
equivalent asset adjusted to reflect the current condition of the existing asset. 

Net debt is the Council's borrowings less cash and liquid resources. Where cash and liquid 
resources exceed borrowings, reference should be to net funds rather than net debt. 

Net realisable value is the open market value of an asset in its existing use (or open 
market value in the case of non-operational assets) less the expenses to be incurred in 
realising the asset. 

Non-current assets are those that yield benefits to the local authority and the services it 
provides for a period of more than one year. 

Operating lease is a lease other than a finance lease. 

Operational assets are non-current assets held and occupied, used or consumed by the 
Council in the direct delivery of those services for which it has either a statutory or 
discretionary responsibility or for the service or strategic objectives of the Council. 

Past service cost, for a defined benefit pension scheme, is the increase in the present 
value of the scheme liabilities related to employee service in prior periods arising in the 
current period as a result of the introduction of, or improvement to, retirement benefits. 

Pension fund: an employees' pension fund is maintained by an authority, or group of 
authorities, in order to make pension payments on retirement of participants. It is financed 
from contributions from the employing authority, the employee and investment income. 

Pensions Reserve See Note 16. 

Pooled funds can be established to support partnership working. A pooled fund will 
receive funds from a variety of sources and will be administrated by the host partner. 

Precepts are amounts of council tax collected by the Council and paid to other bodies. The 
major precepting bodies are Northumbria Police Authority and the Tyne and Wear Fire and 
Rescue Authority. Parish precepts are charged separately and only on the area of the 
parish council concerned. Parish precepts are treated in the accounts as council 
expenditure. 
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Private finance initiatives (PFIs) are public/private sector partnerships designed to 
procure new major capital investment resources for local authorities. They are intended to 
form a substantial and genuine additional source of funding to local authorities rather then 
merely being a replacement for existing funding. 

Prior period adjustments are material adjustments applicable to prior years arising from 
changes in accounting policies or from the correction of material errors. They do not include 
normal recurring corrections or adjustments of accounting estimates made in prior years. 

Provisions are amounts set aside in the accounts for liabilities that are likely to be incurred 
or assets that are likely to be received but where the amounts or the dates on which they 
will arise are uncertain. 

Prudential borrowing is the current regime for council borrowing; it gives local authorities 
much more freedom than the previous system in deciding how much they can afford to 
borrow. All borrowing must remain within the Council's prudential borrowing limits (see 
Prudential Code), which are agreed annually by committee (Council). 

Prudential Code for Capital Finance in Local Authorities is a framework for local 
authority capital investment introduced through the Local Government Act 2003.The basic 
principle of the Prudential Code is that local authorities will be free to invest so long as their 
capital spending plans are affordable, prudent and sustainable and that treasury 
management decisions are taken in accordance with good professional practice. 

Public service agreements (PSAs) are statements of the aims, objectives and targets to 
be achieved by public bodies with the funding provided through the government's 
Comprehensive Spending Review. 

Related parties: two or more parties are related when at any time during the financial 
period: 

(i) One party has direct or indirect control of the other party, or 

(ii) The parties are subject to common control from the same source, or 

(iii) One party has influence over the financial and operational policies of the other party 
to an extent that the other party might be inhibited from pursuing at all times its own 
separate interests, or 

(iv) The parties, in entering a transaction, are subject to influence from the same source 
to such an extent that one of the parties to the transaction has subordinated its own 
separate interests. 

Examples of related parties of an authority include: 

(i) Central government 

(ii) Local authorities and other bodies precepting or levying demands on the council tax 

(iii) Its subsidiary and associated companies 

(iv) Its joint ventures and joint venture partners 

(v) Its councillors (members) 

(vi) Its chief officers, and 

(vii) Its pension fund. 

For individuals identified as related parties, the following are also presumed to be related 
parties: 

(i) Members of the close family, or the same household, and 

(ii) Partnerships, companies, trusts or other entities in which the individual, or a member 
of their close family or the same household, has a controlling interest. 
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Related party transaction is the transfer of assets or liabilities or the performance of 
services by, to or for a related party irrespective of whether a charge is made. Examples of 
related party transactions include: 

(i) The purchase, sale, lease, rental or hire of assets between related parties 

(ii) The provision by a pension fund to a related party of assets of loans, irrespective of 
any direct economic benefit to the pension fund 

(iii) The provision of a guarantee to a third party in relation to a liability or obligation of a 
related party 

(iv) The provision of services to a related party, including the provision of pension fund 
administration services 

(v) Transactions with individuals who are related parties of an authority or a pension 
fund, except those applicable to other members of the community or the pension 
fund, such as council tax, rents and payments of benefits. 

Remuneration is defined as sums paid to or receivable by an employee and sums due by 
way of expenses allowances (as far as those sums are chargeable to UK income tax) and 
the money value of any other benefits received other than in cash. Pension contributions 
payable by the employer are excluded. 

Reserves are monies set aside by the Council that do not fall within the definition of 
provisions. 

Residual value is the net realisable value of a non-current asset at the end of its useful life. 
Residual values are based on prices prevailing at the date of the acquisition (or revaluation) 
of the asset and do not take account of expected future price changes. 

Retirement benefits are all forms of consideration given by the Council in exchange for 
services rendered by employees that are payable after the completion of employment. 
Retirement benefits do not include termination benefits payable as a result of either: 

(i) an employer's decision to terminate an employee's employment before the normal 
retirement date; or 

(ii) an employee's decision to accept voluntary redundancy in exchange for those 
benefits, because these are not given in exchange for services rendered by 
employees. 

Revaluation Reserve See Note 16. 

Revenue expenditure is incurred on the day-to-day running of the Council; the costs 
principally include employee expenses, premises costs, supplies and transport. 

Revenue expenditure funded from capital under statute is expenditure that legislation 
allows to be classified as capital for funding purposes when it does not result in the 
expenditure being carried on the Balance Sheet as a non-current asset; for example 
improvement grants. They replaced the concept of deferred charges (2008 SORP 
onwards). 

Revenue funding is grant funding used to support the revenue expenditure of the Council. 
It may be 'ringfenced' to specific areas or may be general. 

Revenue support grant (RSG) is grant paid by the government towards local services in 
general, as opposed to specific grants (which may only be used for a specific purpose). 
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Scheme liabilities (of a defined benefit scheme) are outgoings due after the valuation 
date. They are measured using the projected unit method reflect the benefits that the 
employer is committed to provide for service up to the valuation date. 

Section 106 agreements: Section 106 of the Town and Country Planning Act 1990 allows 
a local planning authority to enter into a legally binding agreement / planning obligation with 
a landowner in association with the granting of planning permission. The obligation is called 
a Section 1 06 Agreement. 

Settlement is an irrevocable action that relieves the employer (or the defined benefit 
scheme) of the primary responsibility for a pension obligation and eliminates significant 
risks relating to the obligation and the assets used to effect the settlement. Settlements 
include: 

(a) A lump-sum cash payment to scheme members in exchange for their rights to receive 
specified pension benefits; 

(b) The purchase of an irrevocable annuity contract sufficient to cover vested benefits; 
and 

(c) The transfer of scheme assets and liabilities relating to a group of employees leaving 
the scheme. 

Short-term Accumulating Compensated Absences Account represents the estimated 
financial value of untaken short-term employee benefits (i.e. annual leave) at the end of the 
financial period. 

Slippage relates to capital spend; slippage occurs when capital budgets allocated to a 
particular financial year are not spent, and are carried forward into the next year. 

Special Services cover services to HRA tenants such as cleaning, communal lighting, lifts, 
communal heating, laundry services, concierge schemes, ground maintenance and welfare 
services, excluding essential care and other special services. 

Stocks are held on the Balance Sheet expectation of future use when unused or 
unconsumed. When use will not arise until a later period, it is appropriate to carry forward 
the amount to be matched to the use or consumption when it arises. 

Strain on the fund: when a member of the LGPS is allowed to retire early (e.g. efficiency, 
redundancy or with the Council's consent), employee and employer pension contributions 
stop but benefits become payable earlier than assumed and will be paid for a longer period. 
To meet the additional cost to the fund, the employer must make additional payments 
called strain costs. 

Supported Borrowing: the Council receives revenue support grant to finance borrowing 
up to a specified limit, hence the borrowing is supported. 

There are two types of supported capital expenditure (SCE): 

■ Supported Capital Expenditure (Revenue) known as SCE(R) 

■ Supported Capital Expenditure (Capital grant) known as SCE(C) 

SCE(R) is the amount of expenditure towards which revenue support grant will be received 
from central government for the costs of borrowing. 

SCE can be classified further as single pot SCE(R) and SCE(C) or ringfenced SCE(R) and 
SCE(C). The single pot means that the SCE can be used to fund the capital programme in 
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general whereas ring fenced means that the SCE must be used to finance the capital 
scheme for which it was awarded. 

Support services, or overheads, are those that support the delivery of front line services. 
Support services include finance, administration, ICT, legal and other central services. 

Trust Funds: from time to time the Council receives donations from private individuals or 
companies on condition that they are used for specified purposes. Depending on the terms 
of the trust agreement either whole or part of the donation itself is used for the purpose 
specified or it is invested and the interest is so used. If the initial purpose of the donation is 
no longer appropriate or the beneficiaries no longer exist, an application can be made to 
the Charity Commissioners to vary the terms of the trust. 

Ten Point Plan 43 : this is a Council plan aiming to mitigate the effects of the recession, 
ensure that the borough remains resilient and is prepared for the future economic upturn. 

Unusable reserves are those reserves that the Council is not able to use to provide 
services. This category of reserves includes reserves that hold unrealised gains and 
losses, where amounts would only become available to provide services if the assets are 
sold; and reserves that hold timing differences. Note 16 provides further information on the 
individual reserves in this category. 

Usable reserves are those reserves that the Council may use to provide services, subject 
to the need to maintain a prudent level of reserves and any statutory limitations on their 
use. They can also be described as 'cash-backed'. Note 16 provides further information on 
the individual reserves in this category. 

Useful life, or useful economic life, is the period over which, the local authority will derive 
benefits from the use of a non-current asset. 

Work in progress within the Council consists of private rechargeable works, which are 
valued at cost less anticipated liquidated damages and progress payments received. 

Vision 2030 is Gateshead Strategic Partnership's ambitious Sustainable Community 
Strategy; a statement of intent to make Gateshead the best place to live, work and visit. It is 
based upon 6 'Big Ideas' which are the Council's aspirations, developed through debate, 
discussion and visioning with people in Gateshead. 



http://online.qateshead.qov.uk/docushare/dsweb^ 
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For copies, please contact Customer Services on 0191 433 3000. 
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